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Important Information

The views and opinions expressed are those of the speaker and are subject
to change based on factors such as market and economic conditions. These views
and opinions are not an offer to buy a particular security and should not be relied
upon as investment advice. Past performance cannot guarantee comparable future
results.


Presenter Notes
Presentation Notes
Please take a moment to read this important information.


Important Information

Performance quoted is past performance and cannot guarantee comparable future results; current
performance may be higher or lower.

Results shown assume the reinvestment of dividends.
An investment cannot be made directly in an index.
Investments with higher return potential carry greater risk for loss.

Investing in small companies involves greater risks not associated with investing in more established
companies, such as business risk, significant stock price fluctuations and illiquidity.

Foreign securities have additional risks, including exchange rate changes, political and economic
upheaval, the relative lack of information about these companies, relatively low market liquidity and
the potential lack of strict financial and accounting controls and standards.

Investing in emerging markets involves greater risk than investing in more established markets such as
risks relating to the relatively smaller size and lesser liquidity of these markets, high inflation rates,
adverse political developments and lack of timely information.

Fluctuations in the price of gold and precious metals often dramatically affect the profitability of the
companies in the gold and precious metals sector. Changes in political or economic climate for the
two largest gold producers, South Africa and the former Soviet Union, may have a direct effect on the
price of gold worldwide.


Presenter Notes
Presentation Notes
Before we get started, I would like to call your attention to our cautionary statements on the following slides. I will give you a moment to read it. It basically tells you that we are going to share opinions and estimates with you and that these should not be construed to be fact or any type of guarantee against market loss. 
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Economic data

Soft landing — sentiment has shifted to Goldilocks

THE WALL STREET JOURNAL.
A Soft Landing In Sight For U.S. Economy

Economic output accelerated in recent months on the back of solid consumer
spending. Inflation cooled to 3% in June, according to the Fed’s preferred gauge.
And wage growth, while still elevated, slowed, the Labor Department said
Friday.

“We’ve seen so far the beginnings of disinflation without any real costs in the
labor market. And that’s a really good thing,” Fed Chairman Jerome Powell said

Wednesday after the central bank decided to raise interest rates to a 22-year
high.

Source: The Wall Street Journal. “A Soft Landing In Sight For U.S. Economy” by Ruth Simon and Sarah Chaney Cambon, July 29-30, 2023.



Point of View

Goldilocks

How to explain the stock market?

» Cooler inflation
» No recession
» Rising earnings



Inflation

CPI — headline and core

Chart 2. 12-month percent change in CPI for All Urban Consumers (CPI-U), not seasonally adjusted, July 2022 - July 2023

Up +4.7% y/y
in July.
Up +3.2% y/y
in July.
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Table A. Percent changes in CPI for All Urban Consumers (CPI-U): U.S. city average
Un-
Se: lly adjusted ch: fin ced ith
-asona ly ju anges irom pre Ing mon ad]us!.ed
Jan Feb Mar Apr. May Jun Jul 1;"[;;8
2023 2023 2023 2023 2023 2023 2023 Jul. 2023
All items 05 04 01 04 01 02 02 32
Food 05 04 00 00 02 01 02 49
Food at home 04 03 03 02 01 00 03 36
Food away from home' 06 06 06 04 05 04 02 T1
Energy 20 06 -35 06 -36 06 0.1 -125
Energy commodities. ... 19 05 -46 27 56 08 03 -203
Gasoline (all types).. 24 10 46 30 56 10 02 -199
Fuel oil" 12 -79 40 45 -1.7 04 30 -26.5
Energy services 21 -17 23 A7 -14 04 0.1 -1.1
Electricity 05 05 0.7 07 -1.0 09 07 30
Utility (piped) gas service 6.7 -80 71 49 -26 1.7 20 -13.7
All items less food and energy 04 05 04 04 04 02 02 47
Commodities less food and energy
commodities 01 00 02 06 06 01 03 08
New vehicles 02 02 04 02 01 00 01 35
Used cars and lrucks -19 28 09 44 44 05 -13 56
APPSR 08 08 03 03 03 03 0.0 32
Medical care commodities'................... . 11 01 06 05 06 02 05 41
Services less energy services 05 06 04 04 04 03 04 6.1
Shelter.. P REERTTEEEE 07 08 06 04 06 04 04 T7
Transportation services 09 11 14 02 08 01 03 90
Medical care services 07 07 05 01 01 00 04 -15

Source: BLS. Data through July 2023.
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Inflation

CPI — monthly annualized

CPI
Monthly Rate of Change Annualized

20.0

15.0

10.0

5.0

-10.0

-15.0

Source: BLS. Data through July 2023.
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Inflation
Cooler

THE WALL STREET JOURNAL.
Inflation Eases, Fueling Hope on Fed Rates

Price pressures continued cooling last month, inflation figures showed
Thursday, likely deterring the Federal Reserve from raising interest
rates at its September meeting.

The core CPI, in particular, adds to recent data that calls into question
whether the central bank will need to raise rates again this year, as most
officials had projected in June.

The new numbers lowered the three-month annualized rate of core
inflation to 3.1%, the lowest such reading in two years, from 5% in May.
“My God, that’s incredible,” said Laurence Meyer, a former Fed governor.
“There’s absolutely no guestion that core inflation has turned the corner
faster” than the Fed anticipated.

8 Source: The Wall Street Journal, August 11, 2023. “Inflation Eases, Fueling Hope on Fed Rates”, by Amara Omeokwe, Nick Timiraos and Christian Robles.



GDP forecast
Atlanta Fed’s GDPNow forecast — 27 quarter

Latest estimate: 2.3 percent -- July 10, 2023

The GDPMow model estimate for real GDP growth (seasonally adjusted annual rate) in the second quarter of 2023 is 2.3 percent on
July 10, up from 2.1 percent on July 6. After recent releases from the US Bureau of Economic Analysis, the US Bureau of Labor

Statistics, and the US Census Bureau, the nowcast of second-guarter real gross private domestic investment growth increased from
9.6 percent to 10.5 percent.

The next GDPNow update is Tuesday, July 18. Please see the "Release Dates” tab below for a list of upcoming releases.

Evolution of Atlanta Fed GDPNow real GDP estimate for 2023: Q2
Quarterly percent change (SAAR)

Atlanta Fed
GDPNow estimate

Y Q2 actual at +2.4%

1 R

Blue Chip consensus

v}
_ Range of top 10
and bottom 10
average forecasts
-1
27-Mar  &-Apr  16-Apr 28-Apr 6G-May 16-May 26-May S-Jun  15-Jun  25-Jun  5-Jul

Date of forecast

Sources. Biug Chip Economic Indicators and Blue Chip Financial Forecasts
Nate: The top (bottom) 10 average forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip survey.

Source: Federal Reserve Bank of Atlanta, July 10, 2023.
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GDP forecast
Atlanta Fed’s GDPNow forecast — 3™ quarter

Latest estimate: 4.1 percent -- August 08, 2023

The GDPMNow model estimate for real GDP growth (seasonally adjusted annual rate) in the third quarter of 2023 is 4.1 percent on
August 8, up from 3.9 percent on August 1. After recent releases from the US Census Bureau, the Institute for Supply Management,
the US Bureau of Economic Analysis, and the US Bureau of Labor Statistics, an increase in the noweast of third-quarter real gross
private domestic investment growth from 5.2 percent to 8.1 percent was slightly offset by decreases in the nowcasts of third-quarter
real personal consumption expenditures growth and third-guarter real government spending growth from 3.5 percent and 2.9 percent,
respectively, to 3.2 percent and 2.7 percent, while the nowcast of the contribution of the change in real net exports to second-quarter
real GDP growth increased from 0.08 percentage points to 0.11 percentage points.

The next GDPNow update is Tuesday, August 15. Please see the "Release Dates" tab below for a list of upcoming releases.

Evolution of Atlanta Fed GDPNow real GDP estimate for 2023: Q3
Quarterly percent change (SAAR)

5
Atlanta Fed
GDPNow estimate
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27-Jun  1-Jul S-Jul G-Jul A3-Jul A7-Jul 24-Jul 25-Jul 29-Jul 2-Aug G-Aug

Date of forecast

Sources: Blue Chip Economic Indicators and Blue Chip Financial Forecasts
MNote: The top (bottom) 10 average forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip survey.

Source: Federal Reserve Bank of Atlanta, August 8, 2023.
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Earnings
S&P forward earnings estimates moving higher

Figure 5.
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* Time-weighted average of analysts’ consensus estimates for S&P 500 operating earnings for current year and next year.
Note: Shaded areas are recessions according to the National Bureau of Economic Research.
Note: Lehman collapsed 9/15/2008. COVID-19 = WHO declares global pandemic on 3/11/2020.
Source: I/B/E/S data by Refinitiv.
11
Source: Yardeni Research, Inc., with permission. August 14, 2023.



Point of View

August 2023
Diverging Data
Bad news
> LEI
> Inverted yield curve
> Weak July manufacturing PMI
> Federal budget deficit

Good news

YVVVVVVVYVYVYYY

Strong hiring data

Strong Q2 GDP

Strong Q3 GDPNow forecast
Strong July services PMI
Strong July car sales

Strong July retail sales
Strong June housing starts
Oil down

Consumers have cash — M2
Strong corporate balance sheets
Strong bank capital

Inflation is moderating
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> Inverted yield curve

> Weak July manufacturing PMI
> Federal budget deficit



Economic data

U.S. index of leading economic indicators — signaling recession
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“The Leading Index has
been in decline for
fifteen months—the
longest streak of
consecutive decreases
since 2007-08, during the
runup to the Great
Recession. Taken
together, June’s data
suggests economic
activity will continue to
decelerate in the months
ahead. We forecast that
the US economy is likely
to be in recession from
Q3 2023 to Q1 2024”

This chart shows how the
LEI has definitively rolled
over well in advance of
the last recessions.

The Conference Board Leading Economic Index® (LEI) components: 1) average weekly hours worked, manufacturing; 2) average weekly initial
unemployment claims; 3) manufacturers’ new orders — consumer goods and materials; 4) ISM index of new orders; 5) manufacturers’ new orders,
nondefense capital goods; 6) building permits — new private housing units; 7) stock prices, S&P 500; 8) Leading Credit Index™; 9) interest rate

spread; 10-year Treasury minus fed funds; 10) index of consumer expectations.
14 Source: ©The Conference Board. Data through June released July 20, 2023.
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The big picture significance of this chart is that the LEI has historically rolled over very definitively prior to recession – except for the Covid-19 recession. 


Economic data

Manufacturing jobs % of total employment

Manufacturing % of Total
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Source: BLS. Data through July 2023.
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10-year Treasury Yield - Fed Funds (%)

Federal Reserve policy
Yield curve vs. the S&P 500

When the yield
curve has inverted
the economy has

usually turned
Yield Curvel - 4 down into
3.3 \ recession with a lag
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23 1200 curve is inverted.

1.3

)
M l’ |

-1.7 120

4.3

S&P 500

:

€8-Inf
¥8-03@
06-8n¥y
z6-uer
€6-unr
¥6-AON
96-4dy
L6-d3s
10-23Q -
€0-AeIN -
¥0-190
90-Je
60-uer -
0T-unf -
TT-AON -
€T-41dy -
y1-das -
9T-g°4
LT-|Nf
81-030
oz-AeiN
12-20
cCAEIN
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Index

Economic data

ISM manufacturing PMI

70 July at 46.4.

July new orders 47.3.
65

Note the historic
60 volatility in the
manufacturing PMI.

55 Note how this indicator
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Source: Copyright 2023, Institute for Supply Management. Data through July 2023.
ISM: “A reading above 50 percent indicates that the manufacturing economy is generally expanding; below 50 percent indicates that it is generally
contracting. A Manufacturing PMI® above 48.7 percent, over a period of time, generally indicates an expansion of the overall economy.”
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The big picture takeaway here is that the ISM manufacturing PMI has historically slumped to a reading under 50 as the economy slides into recession. Also, note the historic volatility of manufacturing momentum within the (grey) periods of economic (GDP) expansion, suggesting that the index has also slipped well below 50 even as the economy has not slipped into recession.



Economic data

Federal budget deficit

Figure 1.
Cumulative Monthly Deficits
Fiscal Years 2022 and 2023
Billions of Dollars
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Data Sources: Congressional Budget Office; Department of the Treasury.

The value shown for July 2023 is CBO's estimate.
Values for all months have been adjusted to exclude the effects of timing shifts.

18
Source: Congressional Budget Office. Monthly Budget Review: July 2023.



Point of View

August 2023

Good news

VVVVVYVYVYVYYVVYYVY

Strong hiring data

Strong Q2 GDP

Strong Q3 GDPNow forecast
Strong July services PMI
Strong July car sales

Strong July retail sales
Strong June housing starts
Oil down

Consumers have cash — M2
Strong corporate balance sheets
Strong bank capital

Inflation is moderating



Real GDP Q/Q % change (annualized)

Consensus GDP forecast

GDP
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Sources: Bureau of Economic Analysis, actual quarterly data through June 2023. The Wall Street Journal survey released July 2023.
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Economic data

ISM services PMI

July at 52.7.

July new orders 55.0.
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Economic data

Vehicle sales
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Economic data

Vehicle strength

THE WALL STREET JOURNAL.
U.S. Auto Sales Defy Gloomy Forecasts

U.S. new-vehicle sales rose an estimated 13% during the first half of the
year, a pace far ahead of industry forecasts as car buyers shake off
concerns about rising interest rates and inflationary pressures.

23 Source: The Wall Street Journal. “U.S. Auto Sales Defy Gloomy Forecasts”, by Nora Eckert. July 6, 2023.



Housing Starts SAAR (000s)
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Economic data

Housing starts

2,500
2,000
1,803
1,500 ) 1,434
Housing Starts ’
(units)
1,000
April 2010
end of
tax credit
500
May 2009
first-time
homebuyers
Shaded bands tax credit
represent recession.
O r T T T T T T T T T T T T T T T T T T T T T T T T T T T T
%gg‘%55%gg?—§§%gg?—§§%gg?—§§%gg?—§
S & 8RRT L& 8 VT &AL i e 8L A8 SRT
S 8 & ngmm 8800"‘ 5B R VG o ;Soo,_\ ~

Sources: BEA and U.S. Census Bureau. Data through June 2023.
1 Economic Report of the President, Council of Economic Advisors, February 2018

1.434 million in
June.

June permits at
1.440 million.

“Housing starts also
remain(ed) well
below the projected
rate of 1.6 t0 1.8
million that is
consistent with
long-term
demographics and
the replacement of
the existing housing
stock (Herbert,
McCue, and Spader
2016).” 1



Economic data

Construction boom

THE WALL STREET JOURNAL.

Excavator Sales Surge to Record on Heels of
Boom in Construction

Source: The Wall Street Journal. “Excavator Sales Surge to Record on Heels of Boom in Construction”, by Bob Tita. June 9, 2023.



Economic data

Construction employment — record high

Construction employment
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26 Source: BLS. Data through July 2023.



Economic data

Retail sales

THE WALL STREET JOURNAL.

Shoppers Boost Retail Sales for Fourth
Straight Month

Americans increased their retail spending in July for the fourth month in
a row, a sign the strong labor market is continuing to encourage
consumers to open their wallets.

Retail sales—a measure of spending at stores, online and in

restaurants—rose a seasonally adjusted 0.7% last month from the month
before, the Commerce Department said Tuesday.

That was a faster pace than in June and was higher than the 0.2%

increase in consumer prices last month, a sign that Americans’ spending
is outpacing inflation.

Source: The Wall Street Journal. “Shoppers Boost Retail Sales for Fourth Straight Month”, by Harriet Torrey and Christian Robles. August 15, 2023.



Economic data

Net new job formation
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Economic data

Unemployment rate
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Economic data
“Excess demand” for labor — this time is different
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Source: Bureau of Labor Statistics. Data through June 2023 for job openings, July 2023 for unemployed.



Labor Force Partcipation Rate

Economic data - jobs

Labor force participation rate! — recovering from Covid
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Source: BLS. Data through July 2023.
Labor force participation rate: the proportion of the civilian noninstitutional population 16 years of age and older either at work or actively seeking work.
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Household balance sheets

Household net worth — the wealth effect
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Financial Obligations as a Percent of DPI (%)

Household balance sheets

Financial obligations ratio
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Source: Federal Reserve. Quarterly data through March 2023, updated June 16, 2023.

14.3%

This measure shows
that percent of
monthly after-tax
income that the
average household
pays for fixed
recurring monthly
obligations, such as
a mortgage, car
payment, utilities,
real estate taxes,
etc.

33



S trillions

20

15

10

5

Federal Reserve policy
The monetary base and the money supply

M2: currency held by the public
plus checking, savings and
money market accounts.

astounding
surge in M2 ‘

A quadrupling of the

P [ monetary base with QE
did not affect M2 growth.
The CARES Act and
subsequent stimulus did ...
by putting money directly
into consumers’ and
businesses’ accounts.
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QE4
CARES Act

-t
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+5.9% CAGR! trend line Monetary base: currency in
circulation plus reserve balances
(deposits held by banks in their

accounts at the Federal reserve).
Monetary Base )
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Source: Federal Reserve, statistical release H.6. Data through June 2023.
'CAGR = compound annual growth rate.
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Presenter Notes
Presentation Notes
Quantitative easing (QE) is the process under which the Fed purchases bonds from banks thereby increasing banks’ cash deposits at the Fed. Banks’ deposits at the Federal Reserve (additions to the monetary base) may not result in increased M2 and may instead result in the growth of excess reserves, because the money is not required to be lent out by commercial banks, nor can households and businesses be forced to borrow.
The CARES Act and subsequent stimulus was very different in that it transferred cash directly into household and business checking accounts.
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Point of View
August 2023

Stock Market

mid-term election years

bull market

stocks vs. recessions
“parabolic” is normal
2023/2024 earnings estimates
P/E multiple
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Presenter Notes
Presentation Notes
These are the key points relating to the stock market at present.
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Stock market
S&P 500 and mid-term elections

Figure 3.
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S&P 500 AFTER MID-TERM ELECTIONS: 1951-now*
(percent changes 3/6/12 months from day of elections)

1982
3M +4.2
6M +17.9
12M +19.9

1998

3M +14.5
6M +21.9
12M +22.0

2006
3M +4.9
6M +9.2

12M +6.7

11/4

1958 1966 1974 2002 2018
3M +6.8 3M +8.7 3IM +5.1 3M-7.8 3M +9.3 3M-0.9
6M +11.8 BM +17.2 6M +19.9 BM +1.2 6M +14.0 6M +6.4
12ZM +11.1 12M +12.9  12M +18.7 12M +14.9 12M +3.7 12M +11.7
1954 1986
3M +15.2 3M +13.6
6M +19.7 6M +17.5
12M +33.2 12M +1.1 12M +27.1
1962 1970 1978
3M +13.8 3M +14.7 3M +3.5
6M +19.2 BM +22.6 6M +5.5
12M +24.8  12M +12.7 12M +6.4 .
Yyardeni.com
1951 1956 1961 1966 1971 1976 1981 1986 2001 2006 2021 2026

# S&P 500 up (down) during 12-month span following election day in green (red) shaded area. Prior to 1969, markets were closed on election day. therefore

used "latest close” for those dates.
Source: Haver Analytics, Standard & Poor’s., YRI calculations.

Source: Yardeni Research, Inc., with permission. November 6, 2022.
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Stock market
Cover story

THE SEC'S CRYPTO CRACKDOWN: WHAT'S AHEAD - PAGE 10

BARRON'S

VOL. Clll NO.24 JUNE 12,2023 $5.00

s MARKET

1

== FGS
.

The bull is back. Why more stocks could join the tech leaders.
PAGES 14, 28

Source: Barron’s, June 12, 2023.



Stock market

S&P 500

S&P 500 Index P
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Stock market

S&P 500 vs. S&P 500 equal-weighted Y'TD

16.94% 0S&PS5 S&P 500 Index ‘

Index

7.07% RSP Invesco S&P 500 EW ETF Scale

125

123

Breadth|improving: +16.9% 121
Since June 1, the RSP

has been moving
with the S&P 500.

119

0S&PS 117

115
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105

+7.1% e
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ar
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Source: Standard & Poor’s and MarketSmith, Inc. Data through August 14, 2023.



Stock market

S&P 500 vs. S&P 500 equal-weighted

7000 Figure 20. 7000
250 — — 62
o0_|| S&P 500 STOCK PRICE INDEXES AR I

- (ratio scale. daily) -
4750 — 4750
8/11
4000 — 4000
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1750 — — 1750
JI \ i
1000 , ) H — 1000
\
S&P 500
—— Equal-Weighted
—— Market-Cap-Weighted
250 yardeni.com 250
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Note: Shaded red areas are S&P 500 bear market declines of 20% or more. Yellow areas are bull markets.
Source: Haver Analytics and Standard & Poor’s.
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Stock market

S&P 500
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S&P 500

(logarithmic scale)
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Stock market

S&P 500 vs. recessions
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Source: Standard and Poor’s Corporation, National Bureau of Economic Researc|
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S&P 500 Index (logarithmic scale)

Stock market

S&P 500 and crises
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Presenter Notes
Presentation Notes
Crises come and go as the stock market has risen throughout.


Stock market

S&P 500 volatility
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Remember the basic axiom of investing in common

stocks: over the long-term investors earn the equity

risk premium precisely because they expose
themselves to price volatility, also known as risk.
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Source: Standard & Poor’s, data through August 11, 2023.

S&P 500 index


Presenter Notes
Presentation Notes
The stock market is characterized by periodic bursts of price volatility. 
Remember the basic axiom of investing in common stocks: over the long-term investors earn the equity risk premium precisely because they expose themselves to price volatility, also known as risk.


Stock market

S&P 500

S&P 500 Price Index
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S&P 500 Index

Stock market arithmetic
Total return = 7.9% earnings-driven price + 2.1% dividends reinvested

+10% per year S&P 500
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Source: Standard and Poor’s. Data through August 11, 2023." Compound annual growth rate. 2 S&P 500 total return index. 47

3 per Professor Jeremy Siegel's seminal Stocks for the Long Run, first published in 1994.


Presenter Notes
Presentation Notes
Two drivers underlie stocks’ long-term total return: earnings-driven stock price appreciation of +7.9% (the black line in this chart), plus +2.1% from reinvested dividends to equal the S&P 500’s total return (the red line in this chart).

This chart illustrates how, since the market bottom in March of 2009, stocks have spent the last thirteen years reverting to the long-term trend rate of appreciation that Prof. Jeremy Siegel documented in Stocks for the Long Run.


S&P 500 Index
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Stock market arithmetic

Total return = 7.9% earnings-driven price + 2.1% dividends reinvested
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On a logarithmic scale a constant rate
of appreciation, say 10%, is
represented by a constant interval on
the y-axis, say one-eighth of an inch.

Hence, the +10% growth trajectory is

a straight line rather than a
hyperbolic curve (previous chart).

S&P 500 w/ dividends
reinvested?

+10.0%' growth ~_.-*"
path -~ e

S&P 500 price

Source: Standard and Poor’s. Data through August 11, 2023. ' Compound annual growth rate. 2 S&P 500 total return index.
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Stock market arithmetic

Total return and real total return

Figure 6.
ek 2500
130009 3 S&P 500 TOTAL RETURN INDEX WITH 3 100009
3 6% TO 11% CAGR GROWTH PATHS Q3
50009 (base period Dec 1935 = 14.96, ratio scale) 50009

. 11%

i S&P 500
i —— Total Return Index* (79723)
— Total Return Index/CPI** (3707)
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yardeni.com
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* Includes reinvested dividends.
** Using last month of quarter CPI. Compounded monthly using base value.
Source: Standard & Poor’s.

Source: Yardeni Research, Inc., with permission. 49
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Presentation Notes
Another picture of the market’s long-term trend rate of appreciation.

Yardeni: Market Technicals > S&P 500 > S&P 500 and Growth Paths


S ~1O
h oo
|- llIIllJJIJIlllJIILLLu

.

lad
o
—

—
L]

o

Stock market arithmetic

85 years of S&P 500 earnings growth

Figure 9.

S&P 500 REPORTED EARNINGS PER SHARE WITH 5%-7% CAGR* PATHS
(base period Q4-1934 = 0.18, quarterly, ratio scale)
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* Compounded annual growth rate from base value using monthly data. Q4-2008 not shown because of large negative value.
Note: Shaded areas denote recessions according to the National Bureau of Economic Research.
Source: Standard & Poor’s.

Source: Yardeni Research, Inc. with permission. 50
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Presenter Notes
Presentation Notes
Yardeni>Stock Market Fundamentals & Metrics>Profits>Profits and Dividend Trend Lines


Earnings
S&P forward earnings estimates moving higher

Figure 5.
275 : 275
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250 S&P 500 OPERATING EARNINGS PER SHARE M — 250
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* Time-weighted average of analysts’ consensus estimates for S&P 500 operating earnings for current year and next year.
Note: Shaded areas are recessions according to the National Bureau of Economic Research.
Note: Lehman collapsed 9/15/2008. COVID-19 = WHO declares global pandemic on 3/11/2020.
Source: I/B/E/S data by Refinitiv.

Source: Yardeni Research, Inc., with permission. August 14, 2023.



Earnings

S&P 500 earnings — actual and I/B/E/S estimates
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Yardeni > Stock Market Fundamentals & Metrics > S&P 500/400/600 Earnings & Revenues > Weekly Fundamentals


S&P 500 Earnings (S)
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Valuation

S&P 500 vs. actual and I/B/E/S estimated earnings
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2023 (estimated) and 2024 (estimated) bottom-up S&P 500 operating earnings per share as of August 14, 2023: for 2023(e), $219.43; for 2024(e), $245.55.

Sources: Yardeni Research, Inc. and Thomson Reuters I/B/E/S for actual and estimated operating earnings from 2015. Standard and Poor’s for actual
operating earnings data through 2014; index price data through August 14, 2023.

S&P 500 Index


Presenter Notes
Presentation Notes
Earnings drive stock prices. If you took just one slide from this presentation, this would be the one that best illustrates how the stock market works. The black line (stock prices) rides the red line (corporate earnings) over time. Here you see the latest consensus 2022 and 2023 earnings forecasts (left axis) plotted against the S&P 500 (right axis). 




Valuation

S&P 500 index forward P/E ratio

Figure 3.
28 28
1 FORWARD P/E RATIOS FOR S&P STOCK PRICE INDEXES* -

26 (daily) 26
24 — 24
1 S&P Forward P/Es i
22 S&P 500 (19.1) — 22
1 —— S&P 400 (14.1) i

S&P 600 (13.9) .
J/‘am .

— 18
M Aﬁ _ i

I| *;g t ,Wl( | [ - 16
i N s

| ‘(:{ ww" ¢ M%ﬁ p - 14
| i w i

Ay LA

— 10

g yardeni.com [ g

* Daily stock price index divided by 52-week forward consensus expected operating earnings per share.
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Note: Shaded red areas are S&P 500 bear market declines of 20% or more. Blue shaded areas are correction declines of 10% to less than 20%.

Yellow areas are bull markets.
Source: Standard & Poor’s and I/B/E/S data by Refinitiv.

Source: Yardeni Research, Inc., with permission, August 14, 2023.



Point of View
August 2023

Bond Yields

» Normal yields by historic comparison
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Source: Online Data Robert Shiller, data through 2016; 10-year U.S. Treasury bond yield data from 2017; data through August 14, 2023.



Point of View
August 2023

Federal Reserve
»  Paused rate hikes
» Inverted the yield curve
» Special liquidity facility
» Raised growth forecast
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Federal Reserve policy
Powell hike

THE WALL STREET JOURNAL.
Fed Lifts Rates to Highest Level in 22 Years

The Federal Reserve resumed lifting interest rates Wednesday with a quarter-
percentage-point increase that will bring them to a 22-year high.

Fed Chair Jerome Powell said it was too soon to tell whether the hike would
conclude a series of increases aimed at cooling the economy and bringing
down inflation. The central bank would decide whether to keep lifting rates
based on how the economy fares in the months ahead, “with a particular
focus on making progress on inflation,” he said at a news conference.

Source: The Wall Street Journal. “Fed Lifts Rates to Highest level in 22 Years”, by Nick Timiraos. July 27, 2023.



Stock market
S&P 500 vs. fed funds rate
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Sources: Federal Reserve, Standard & Poor’s. Data through July 2023.



10-year Treasury Yield - Fed Funds (%)

Federal Reserve policy
Yield curve vs. the S&P 500

When the yield
curve has inverted
the economy has

usually turned
Yield Curvel - 4 down into
3.3 \ recession with a lag
of a year or more.
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23 1200 curve is inverted.
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Sources: NBER, Federal Reserve and Standard & Poor’s. Data through July 2023.
"The interest rate on the 10-year Treasury bond (long term) minus the fed funds rate (short term).



Point of View
August 2023

Inflation
»  Year-over-year headline PCED +3.0%, +4.1% core

» M2 driving inflation
» Inflation expectations (TIPS spread) falling
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Inflation
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Personal Consumption Expenditures Deflator

PCED — monthly rate of change annualized
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Source: Federal Reserve Bank of St. Louis. Data through June 2023.



Inflation

PCED — headline
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Federal Reserve policy
The money supply — y/y rate of change
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Inflation
M2 vs. inflation

THE WALL STREET JOURNAL.
Get Ready for Deflation

The record increase in the money supply caused by $6 trillion in pandemic
relief payments in 2020 and 2021 unleashed the present inflation.

The aggressive tightening regime the Fed has undertaken, including an
unprecedented four back-to-back 75-basis-point rate increases, deserves
little credit for the recent decrease in inflation. The drop has been caused
primarily by the sharp slowing in money-supply growth resulting from the
end of federal pandemic stimulus payments.

Slowing money growth now is interacting with higher rates, and the result is
contraction. M2 has shrunk 4.63% in the past year. This is the only
contraction in U.S. history, so there is a lot we can’t predict here, but it would
be extraordinary if such a contraction didn’t result in deflation, just as the
large money-supply increase two years ago resulted in inflation.

66 Source: The Wall Street Journal, May 24, 2023. Opinion section. Author: Donald L. Luskin.
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Inflation

CBO’s forecast

Figure 1.
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Source: Congressional Budget Office, An Update to the Economic Outlook: 2023 to 2025, released July 2023.

In CBO'’s projections,
inflation gradually slows
as factors that caused
demand to grow faster
than supply in the wake of
the coronavirus pandemic
continue to ease. The

rate of inflation continues
to exceed the Federal
Reserve’s long-run goal of
2 percent, but it approaches
that goal in 2025.



Inflation

Ed Yardeni’s inflation forecast

Figure 2.

PERSONAL CONSUMPTION EXPENDITURES DEFLATOR
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Source: Yardeni Research, Inc., with permission, July 11, 2023.
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Presenter Notes
Presentation Notes
Noted economist Ed Yardeni expects inflation to cool later in 2023 (black dotted lines).



Inflation

Inflation expectations

OVERVIEW = DEMOGRAPHICS

* Main ) 1-year detail ) 3-year detail ) S-year detail

— Median one-year ahead expectation — Median three-year ahead expectation — Median five-year ahead expectation

Fercent
10
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Source: Mew York Fed Survey of Consumer Expectations

Mate: Collection of data for the five-year-ahead inflation expectation bagan in January 2022

Source: Federal Reserve Bank of New York, Survey of Consumer Expectations. Data through July 2023.

Consumers expect
substantially
moderating
inflation.
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Inflation
Inflation expectations

Implied inflation expectations (%)

4.0

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0.0

U.S. Treasury Bond Yield minus TIPS Yield

10-year Maturity

Cross-Ratch

represents
recession.

€o-uer
€0-bny

Source:

v0-1eN
#0190 |
Go-Aely
G0-9eQ
90-INf
10-984 r
,0-deg |
80-1dy F
80-MON |
60-Unp
ol-uer r
oL-bny
LL-Je

Federal Reserve. Data through July 2023.

L1190
ZL-Re

cl-oeq r

cl-inr
vi-0ed

y1-deg

Gl-idy |
GL-AON |

gl-unf

Ll-uer
L1-bny

8L-1BIN |

81120 |
6L-Re

61-990a |

ocnr

Lc-99d

Lg-des |

Zz-idy

CC-\ON [

€c-une

2.3
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between the
nominal 10-year
Treasury bond yield
and the TIPS yield
gives the market’s
opinion for a 10-
year inflation
forecast.

It had been
trending lower for
15 years but has
moved higher post-
Covid.
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Federal deficit and debt

Federal revenues and outlays through 2033

Figure 1-3.
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Source: Congressional Budget Office, The Budget and Economic Outlook: 2023 to 2033, released February 2023.
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Presenter Notes
Presentation Notes
This slide shows the Congressional Budget Office’s August 2019 federal revenue and spending projections as a percent of GDP.




~ Federal deficit and debt
Federal debt % of GDP though 2053

Figure 1-2.
Federal Debt Held by the Public, 1900 to 2053

Percentage of GDP
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Source: Congressional Budget Office, The Budget and Economic Outlook: 2023 to 2033, released February 2023.
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Presenter Notes
Presentation Notes
This slide shows the Congressional Budget Office’s August 2019 federal revenue and spending projections as a percent of GDP.




Federal deficit and debt
Federal deficits % of GDP though 2033

Figure 1-1.

Total Deficits, Primary Deficits, and Net Interest Outlays
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Source: Congressional Budget Office, The Budget and Economic Outlook: 2023 to 2033, released February 2023.

Net interest
becomes the
major part of
deficits.
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Presenter Notes
Presentation Notes
This slide shows the Congressional Budget Office’s August 2019 federal revenue and spending projections as a percent of GDP.




Tax revenue percent of GDP (%)

Taxes

Tax structure U.S. vs. France and Germany
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45.1%
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39.5%
40
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25
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15
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0
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Source: OECD Revenue Statistics 2022, published November 30, 2022. Data for 2021.

The U.S. has a much
lower total tax burden
and takes a very
different approach to
raising tax revenues
compared to most
other developed
economies.
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Stock market
Active vs. passive

BARRON'S

Barron’s: Do you still think your hypothetical chimpanzee is
better than the experts?

Burton Malkiel: | believe more strongly in my hypothesis today

than | did 50 years ago.

... year after year two-thirds of the active managers are
outperformed by a simple index fund. And the one-third that
win in one year aren’t the same as the one-third that win in
the next year.

When you compound the returns over 10 years, or 20 years,
these Spiva? reports show that 90% of the active managers are

outperformed by a simple index fund. The same results hold in
international markets and the bond market.

I’m not saying that no one can outperform. But when you try
to go active, you are much more likely to be in the 90% of the
distribution where you underperform, rather than the 10%
where you outperform.

Source: Barron’s, “50 Years On, He Still Favors Index Funds”, February 13, 2023.
1 S&P indices versus active management.

Burton G. Malkiel

Princeton professor and author

fomiiihd EOFIIE i FERN |

S
RANDOM
We 1K
D&\V/N
WALL
STREET

BURTON G. MALKIEL

76




Stock market
Active vs. passive

BARRON'S

Squeaking By
Despite Warren Buffett's stock-picking prowess, Berkshire stock
has only managed to keep up with the S&P 500.

1-Yr B5-Yr 10-Yr 20-Yr

Return Return Return Return

Berkshire 0.6% 11.0% 12.0% 10.3%
S&P 500 0.5 11.1 12.2 10.1

Note: Five-, 10, and 20-year returns are annualized Source: Bloomberg

Source: Barron’s, “It's Time to Bet on Buffet's Stock Again”, May 1, 2023.



Important Information

All material presented 1s compiled from sources believed to be reliable and current, but accuracy cannot
be guaranteed. This is not to be construed as an offer to buy or sell any financial instruments and
should not be relied upon as the sole factor in an investment making decision. As with all investments
there are associated inherent risks. Please obtain and review all financial material carefully before
investing,

The opinions expressed are those of the author, are based on current market conditions and are subject
to change without notice.

These materials may contain statements that are not purely historical in nature but are “forward-looking
statements.” These include, among other things, projections, forecasts, estimates of income, yield or
return or future performance targets. These forward-looking statements are based upon certain
assumptions, some of which are described herein. Actual events are difficult to predict and may
substantially differ from those assumed. All forward-looking statements included herein are based on
information available on the date hereof and Fritz Meyer assumes no duty to update any forward-
looking statement. Accordingly, there can be no assurance that estimated returns or projections can be
realized, that forward-looking statements will materialize or that actual returns or results will not be
materially lower than those presented.

Note: Not all products, materials or services available at all firms. Advisers, please contact your home
office.
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