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2024 Outlook: Stranger in a Strange Landing

A We must appreciate the unique, and in part unprecedentsttangenesof
the current economic and market cycle

A The pandemic shut down and policy response has had ld@ai impacts,
continuing to skew data, challenging lorgeld macro and market
relationships and sending conflicting signals

A Instead of Hard, Soft, or Neve expect aStrange Landingin 2024, where
data is conflicting, cycles are discordant, and policy is potentially distorting;
we think this will result in wide trading ranges (but not necessarily trends) for
markets, sudden changes in data/narratives, and unexpected market
reactions

A Thisstrangenessequires investors to have the following traits:

A Vigilance: Complacency could be dangerous in 2024, either by
extrapolating recent trends in data or ignoring crowded consensus
sentiment/positioning

A Selectivity : We see potential for strong returns §electiveareas in
2024, with a wide gap between winners and losers

A Responsiveness We see the potential for wide trading ranges over the
course of 2024, creating opportunities for investors

Source:lllustration History, cover illustration forStranger

in a Strange Landy Robert A. Heinlein
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https://www.illustrationhistory.org/illustrations/stranger-in-a-strange-land

The Stages of the Current Tightening Cycle

Stage 1:

Expectations
(2022)

The Space Between
(2023)

Stage 2:

Real Impact
(2024 or Beyond)

Markets reacted immediately, pricing in the
expected path of tightening (ex. Two year yield
rise sharply)

Sentiment/soft data deteriorated and growth
forecasts were lowered, in anticipation of
LA? @L=FAF?AK AE

Some real activity slowed with the anticipation
of higher rates (ex. housing and autos)

The most liquidity sensitive parts of the market
that flourished with easy policy struggled
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Inflation slowed in interest rate sensitive areas
that decelerated in anticipation of higher rates
O=PKg 3K=< :9J HJIA;
moderation in inflation as supply chains healed
post-pandemic

Growth remained resilient and labor remained
I_LA’?@LJ‘l 9K AFL=J=KL J
activity

Risk assets (equity and credit) rebounded as
growth estimates were revised higher (growth
<A<FAL <=L=JAGJ9L= 9
fueled as well by improved sentiment, a
surprising liquidity tailwind, and positioning
chase
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No Landing
Growth and inflation remain elevated
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The Traditional Landings

No Landing Soft Landing Hard Landing
Economy:
Economy: Growth slows (unemployment rises) while inflation
Economy: Growth is resilient while inflation returnsustainably either recedes (weaker demand drives a moderatiop)
Growth and inflation remain elevated (limited :9;C LG L9J?=L OL @= |a] ariemais fexogencusspphAissies keep inflation
increase in unemployment) sticky)
Fed Reaction
Fed Reaction $=< 4LO=9CKA HGDA; Q DGEQJ=J LG C=-=FddRedtivpir; Q >J GE
2@= $=< @9K LG &a<G EGJ = AbecoBindte@stdctive, bUEWaRtsto &/didoutrigh Fed eventually eases policy to combat weaker
control inflation (possibly further rate hikes, Aa=9KAF?A A> ?2JGOL@ AK [ aKRANOLFRY] <G ?HIJ==N =AKL <A-R+=[H

continued Quantitative Tightening (QT)) return depth of contraction (rate cuts and pause QT,

resumption of Quantitative Easing (QE) dependent
Macro: Macro: on financial market stress)
Short and long yields higher on inflation/tighter Fed|, Short yields fall with rate cuts, long yields fluctuate|
USD stronger on growth statistics and other drivers (like deficits) Macro:
USD weaker if other central banks do not cut Short and long yields fall on flight to safety/Fed cuts
Risk Asset Reaction (but watch fiscal outlook); USD weaker initially on
Strong growth and inflation keep earnings/credit Risk Asset Reaction: cuts, but flight to safety brings stronger USD
fundamentals healthy, while interest rate sensitive Overall good for equities; strong growth keeps
areas continue to slow; valuations possibly earnings/credit estimates resilient, though lower Risk Asset Reaction:
pressured by higher rates/tighter Fed inflation slows growth; easier Fed helps keep Initially risk struggles as earnings/credit issues
valuations elevated materialize, but eventually rebound on Fed/liquidity
support




The Strange Landing

Strange Landing

Economy:
%) GOL@ KDGOK >JGE TPIrAK J9HA< H9; =/ : ML| AFALA9DDQ ¢

easy financial conditions, and continued labor market resilience. Data continues to tell
conflicting stories, with signs of weakness contrasting with signs of recovery.
Potential for rapid changes in data.

Fed Reaction
The Fed aims to tweak policy lower, but not signal outright easing for fear of stoking
growth/inflation. Weak data necessary for confirmation of aggressive easing. Easing could be
interrupted if USD weakens and commodities rally, or if wage growth rebounds.

Macro:
Yields volatile but upwardly biased on resilient economic data not confirming Fed rate cu
expectations, while further yield downside dependent on weaker economic data. USD lower if
Fed perceived as easy vs. peer central banks, but higher if Fed does not deliver easing.

T

Risk Asset Reaction

Resilient growth keeps equity credit fundamentals healthy, but interest rates start to bite in

2H24 as refinancing begins at higher rates. Valuations whipsawed by liquidity,
positioning/sentiment, and 2025 recession/EPS risks.




A Strange Landing Example: Freight and the SSP

Freight Expenditures and the S&P 500 Diverge
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— Cass Corp Freight Index - Expenditures, lhns — S&P 500 INDEX, rhs
Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

For multiple cycles, the S&P 500 has
moved alongside measures of freight
shipment spending in the U.S., with strong
freight data associated with strong
corporate profits and thus, a strong S&P
500.

This relationship completely broke down
in 2023, with freight expenditure data
plunging, while the S&P 500 soared (a
similar, but smaller dynamic occurred in
2019 post Powell Pivot).

Freight expenditures plunged on falling
freight prices due to an overhang of
overcapacity from the pandemic,
normalizing/lower goods demands post
the pandemic surge, and weaker
manufacturing activity.

The S&P 500 soared, not on EPS growth
(which would likely be reflected in freight
data!), but on valuation expansion (in
possibly more servicesriented Growth
stocks) driven by expected policy easing,
positioning, and technology optimism.




A Strange Landing Example: LEIs and GDP

Conference Board Leading Economic Indicator and US Real GDP (QoQ % SAAR)
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Data as of 1/16/24

Source: NewEdge Wealth, Macrobond, Bloomberg

2023 saw an unprecedented divergence
between Leading Economic Indicators
(LEIs) and the real economy.

Though LEIs areften derided as neither
leading nor economigthe degree and
sustainment of the divergence between
these indicators is notable.

The LEI has been negative for 18 months
near prior recession levels, however U.S.
GDP growth has been above trend for
almost this entire period.

The divergence rests in weak
soft/sentiment data that was not
confirmed by resilient hard/real data.
Further, inverted bond yield curves pulled
the LEI lower, but these inverted curves
did not translate to lower growth.

In 2024, we could see the LEI recover giv
improving sentiment and resteepening
yield curves all the while real GDP growth
slows. How strange!
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https://www.bloomberg.com/opinion/articles/2023-01-24/when-economic-indicators-aren-t-leading-anything-do-they-still-matter?embedded-checkout=true
https://www.bloomberg.com/opinion/articles/2023-01-24/when-economic-indicators-aren-t-leading-anything-do-they-still-matter?embedded-checkout=true

A Strange Landing Example: Yields and Fed

Spread of 2 Year Treausy over Fed Funds Rate

2.5 -

2.0 -

0.5-

0.0

I\ W

-0.5 -

-1.0 -

-1.5 -

-2.0 -

—

1985 1990
— US Generic Govt 2 Yr

Data as of 1/16/24

n

V | \[’
L

GF< E9JC=L K9QKn
1995 2000 2005 2010 2015 2020
Source: NewEdge Wealth, Macrobond, Bloomberg

The 2 Year Treasury yield has a strong trac
record of leading the Fed to rate cuts and
hikes.

The 2 Year plunging indicates that the bond
market expects the Fed to be cutting rates
scéon.

The 2 Year has recently plunged, resulting in

it trading 130 bps below the current Fed
Funds Upper Bound (115 bps below the
Effective).

This is notable because it is the largest gap
since July 1989, December 2000, and
December 2007, all times when the U.S.
economy was on the precipice of balance
sheet oriented recessions.

If the 2 Year is right and the degree of easir

thetvsiprieed intobond markets today, is
enacted, it would be the largest non

A

g

recessionary easing cycle in the last 40 years.

So is the 2 Year overreacting and over its s
on policy easing, or is it sniffing out
economic weakness to come?
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“Itis not what happens to you, but how you
react to it that matters.”

-Epictetus
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U.S. Economic Outlook

Key Points Watch Items

A Recession?We do not expect a recession in 1H24 and will continue to A Fiscal Deficits: Large fiscal deficits/stimulus damper]
monitor data to gauge risk of weakness building into 2H24, or, more likely the odds of recession, though present interesting
2025; Bloomberg recession probability of 50% for the next 12 months is likely challenges for Treasury fund/liquidity
too high
Growth: We see upside to the consensus 2024 GDP growth estimate of 1/3%, Inflation stickiness : The bond market, Fed, and
but not as much as 2023 due to tougher YoY comps and a higher starting consumers all are forecasting/expecting inflation to
point easily return to 2%; watch USD weakness, oil prices
Inflation: In early 2024, we expect inflation to continue to moderate, but are shipping costs, and wage growth as key sources of
watching for signs that inflation could either remain sticky above 2% or upside inflation surprise
reaccelerate due to factors like gasoline prices and wage growth
Labor: As the U.S. economy averts a recession, we expect the labor markiet Soft Data vs. Hard Data 2022 and 2023 saw
to remain tight, though we are monitoring closely for signs of soft/sentiment data was much weaker than hard/rea
a>J9QAF? ASKDGOAF? AF K=; GF<9JQ D9: GJ <«&a4, sut séndmesdt daahaks BtartEd?o rébsund=for
softness to come consumers and businesses; this could help leading
Consumer: With a stilktight labor market, continued healthy wage growth, indicators that use soft data, but may not have muct
and moderating inflation, we can expect consumer spending to remain of an impact on real economic activity (given weak
resilient in 1H24 thanks to positive real wage growth; consumer balance soft data did not translate slowing growth in 2022 or
sheets in aggregate are healthy, but signs of rising defaults should be 2023)
monitored closely
Manufacturing: After over a year in contraction, we expect U.S. PMIs to
begin to recover in 2024
Housing: Housing will likely remain in a distorted cycle in 2024 given locked
in low mortgage rates for existing homes; note: housing construction has
begun to rebound, reflecting demand for new homes
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2023 Was the Year of Rising GDP Forecasts

Bloomberg Consensus U.S. Real GDP Growth Forecast fo 2023 and 2024
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Source: NewEdge Wealth, Macrobond, Bloomberg

2024

Data as of 1/16/24

At the start of last year, analysts did
not have highhopes for 2023 GDP

growth, expecting just +0.25%, with
negative GDP (a recession) predicted
over the course of the year.

174

As economic data continued to come
in better than expected (economic
surprises were positive/rising for
much of 2023), analysts raised their
forecasts (initially analysts cut 2024,
expecting a strong 2023 to take from
2024, but this reversed during the
robust summer of growth).

For 2024 GDP, analysts have

increased their forecasts to 1.3%.
Initially, we see some upside to thesg
forecasts, but less so compared to
2023 given tougher comparisons an
a lessdire starting point.
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The Street and Fed Expect a Slowdown but Not a Recession in 2024

Bloomberg Consensus and Federal Reserve Key Economic Forecasts
Bloomberg Consensus as of 1/7/24, Federal Reserve Summary Economic Projections Median as of 12/13/24

Real GDP YoY%
Consumer Spendil
Government Spendi
Private Investme
Export;
Imports

PCE Price Index
Core PCE
Unemployment

Real GDP YoY%

Street Fed Street Fed Street Fed

2023E 2023E 2024E 2024E 2025E 2025E
2.4% 2.6% 1.3% 1.4% 1.7% 1.8%

3.1% 1.3% 1.4%

3.9% 1.8% 1.0%

-1.0% 1.0% 2.4%

2.6% 1.4% 2.4%

-1.5% 1.3% 2.4%
3.8% 2.8% 2.4% 2.4% 2.4% 2.1%
4.2% 3.2% 2.6% 2.4% 2.6% 2.2%
3.6% 3.8% 4.2% 4.1% 4.3% 4.1%

Bloomberg Consensus Quarterly GDP Forecasts for 2
1Q24E 2Q24E 3Q24E AQ24E
2.2% 1.7% 0.7% 0.8%

Source: Bloomberg, Federal Reserve, NewEdge Wealth, Data as of 1/7/24

The Street and the Fed expect
slower growth in 2024, but not a
recession, based on the quarterly
GDP forecasts from Bloomberg.

Interestingly, even without a
recession call, both the Street and
Fed have a meaningful uptick in
unemployment forecasted.

Inflation is expected to moderate
in further in 2024, getting close to
L@= $=<AK TI6 ?G!

The slowdown in growth and
inflation implies a meaningful
slowdown in nominal GDP from
2023 into 2024. This is notable
?AN=F L @= MA L (
expectation for an acceleration in
top line revenue growth in 2024.
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Nominal GDP Expected to Slow in 2024

US GDP Nominal Dollars YoY SA
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Source: NewEdge Wealth, Macrobond, Bloomberg

With slowing real GDP growth and
inflation, the Street is expecting a

marked slowdown in nominal GDP
growth in 2024 to 3.7% from 6.2% in
2023.

This would return nominal GDP back

tothepreHO F<=EA; /1 ak
KL9?F9LAGFA J9F?

This nominal GDP slowdown is also
notable in the context of S&P 500
consensus EPS forecasts that bake
a revenue growth acceleration in
2024 and 2025.




Inflation Moderatingbut Not Vanquished

Inflation Moderated, But Watch Sticky/Broad Inflation Measures

Headline CPI YoY%, Trimmed-Mean CPI YoY%, and Atlanta Fed Sticky CPIl YoY%
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— US CPI Urban Consumers YoY NSA — Atlanta Fed Sticky CPI 12 Month
— Federal Reserve Bank of Cleveland 16% Trimmed-Mean CPI YoY% Change

Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

Much progress has been made on
inflation in the last 18 months, as
Headline CPI fell from 9% in the
summer of 2022 to 3.4% in the
latest December reading.

A significant portion of this decline
was driven by falling oil and
durable goods prices (detailed
next).

A watch item for the Fed to claim
ANA; LGIJQA GN=J
alternative CPI measures (like
Trimmed Mean and Sticky CPI)
back closer to prepandemic
ranges, as they remain elevated
today.
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Inflation: Breaking it Down Between Goods and Services

Sticky Inflation Persists as Cyclical/Pandemic-Era Inflation is Gone
CPI Durables, Non-durables, Services, and Services Ex-Housing (YoY %)
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Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

The pandemieera surge in durable
goods prices ended 2 years ago:
durable goods have been in
disinflation for 2 year and outright
deflation for 1 year.

Non-durable goods prices are
highly correlated to oil prices and
@9 N = =F=>ALL=<
over the last 18 months.

Services inflation remains elevateq
at 4.95%, with a large portion due
to lagging housingrelated
statistics.

Even exhousing, though, services
inflation (called SuperCore) of
3.91% remains above pre
pandemic ranges.




Inflation: Remaining Vigilant on Shipping and Oil

Container Shipping Costs Jump on Red
Sea Disruption

WCI Composite Container Freight Benchmark Rate per 40 Foot Box
Drewry
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Data as of 1/16/24

Oil Prices YoY an Important Component
of Headline Inflation
WTI Qil YoY %
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Falling shipping costs and oll
prices have been two important
drivers of Durable Goods and Nen
Durable goods
disinflation/deflation.

Shipping costs have jumped highe
on geopolitical conflicts disrupting
trade routes, with shipping costs ir]
unaffected areas rising as well.

The descent of oil prices from
being +75% YoY in 2022 to being
-45% YoY in 2023 was a major
driver of headline disinflation. Oil
prices are now nearly flat YoY,
meaning they are no longer a
major source of inflation downside
nor are they a contributor to
inflation upside at these levels.
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Inflation: Remaining Vigilanton Wages

Small Businesses Signal Plan to Raise Wages, Will This Lead Wage Growth?

NFIB Small Business Compensaiton Plan (pushed forward 6 months) and Atlanta Fed Wage Growth Tracker

35 -
30 -
25 -

20 -

5- -1
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

— NFIB Small Business Compensation Plans Index SA, |hs — NFIB Small Business Hiring Plans Index, lhs
— Atlanta Fed Wage Growth Tracker Median Wage Growth, rhs

Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

National Federation of
Independent Business (NFIB) dat
Is volatile and so it should be take
with a grain of salt, however for th
past 6 months the NFIB Small
Business Survey has been signalir
higher wages ahead.

This survey has typically led wage
growth by ~6 months.

This wage survey data has
diverged from plans to add jobs,
which is an interesting/strange
divergence.
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Labor: Little Stress Seen in Major Labor Data

US Initial Jobless Claims and Unemployment Rate
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Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

Initial jobless claims remain
subdued and near multyear lows,
while the unemployment rate has
hovered just above a 5@ear low.

The 2023 rise in unemployment
was not driven by a deterioration
in labor demand, but instead a
jump in labor supply (workers
rejoining the labor force and new
entrants from a wave of
immigration). This allowed for the
immaculate wage disinflation, as
wage growth was able to slow
without the Fedfeared job
losses/pain.




Labor: Job Additions are Slowing, but Still Healthy

Pace of Job Additions Slows (3 Month Average)

US Employees on Nonfarm Payrolls Total MoM 3 Month Change, 2020 Truncated
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Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

Job additions are slowing in the
U.S. but are still healthy within the
pre-pandemic range.

A dip below 100k would likely
garner attention from the market
(hoping weaker data would result
in an easier Fed), but likely would
not be enough to cause the Fed to
meaningfully change its policy
outline.

We will be fascinated to see how
the market interprets a negative
nonfarm payrolls print, with the
consensus assumption being this
would be good for equities due to
an easier Fed policy path.
However, we think this could be a
negative surprise, as it would impl
a weaker EPS forecast than what
currently priced in to markets.
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Labor: Softness in Quits and Temporary a Warning Sign?

Quits Rate Back to Pre-Pandemic Peak
US Quits Rate SA

3.00 -
2.75 -
2.50 -

2.25 -

J22]

2.00 -

1.75 -

1.50 -
1.25 -

1.00 -

2005 2010 2015 2020
— US Quits Rate SA

Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

Temporary Labor Rolling Over Similar to
Prior Pre-Recssion Periods

US Employees on Nonfarm Payrolls Temporary Help Services SA
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The Quits rate fell precipitously in
rPRIr /1 KA?F9DAF?
confidence that they could easily
find another/better job.

Temporary labor has also rolled
over, signaling businesses are
looking for ways to cut back on
labor expense. This measure couls
just be normalizing from the
pandemic surge, but now that it is

below 2019 levels, watchers should

be vigilant that this could be an
early warning sign of labor demang
softening.




Labor: Job Cuts Subdued, but Weekly Hours Getting I rimmed

Job Cut Announcements Remain
Subdued

Challenger US Job Cut Announcements
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Data as of 1/16/24

Weekly Hours Getting Trimmed

US Average Weekly Hours All Employees Total Private SA
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In 2023, weekly hours fell to
2016/2017 levels, suggesting
employers are making efforts to
reduce labor expense without
Initiating layoffs.

Layoff trackers, like the Challenger
Job Cut Announcements, remain
subdued. A few higiprofile job
cuts were announced recently, buf
these are expected to be enacted
over multiple years.




Consumer: Real Wage Growth Now Positiveis aTailwind

US Real Average Weekly Earnings YoY and University of Michigan Consumer
Sentiment
%
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Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

Falling inflation, mainly due to
falling gasoline prices, has pushed
real wage growth back into
positive territory.

This has boosted consumer
sentiment, as consumers regain
purchasing power after 2 years of
pricing rising faster than wages.

Wage growth slowing or inflation
jumping higher could disrupt this
trend, but for now this is
supportive of continued consumer
spending.




Consumer: Absolute Debtis High, but Not Stretched Compared to Incomes

Consumer Revolving Credit Absolute and as a % of Disposable Income
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Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

Revolving credit balances (credit
card debt) have surged to new all
time highs post pandemic, but
thanks to strong disposable

income growth, these balances aré¢

not stretched vs. income levels.

If/when incomes are challenged in
a period of job losses/recession,
these large credit card balances
could become a greater concern.
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Consumer: Watching Delinquencies

US NY Fed Equifax Transition Serious

Delinquency 90+ for Auto Loans by Age
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Data as of 1/16/24

US Credit Card Delinquencies 30+ Days
Composite
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Source: NewEdge Wealth, Macrobond, Bloomberg

Delinquencies for auto loans and
credit cards have been rising,
which is notable during a period of
strong wage growth and full
employment.

Auto loans have been particularly
weak given the surge and then fall
In car prices that left many

consumers with large payments of
significantly underwater cars.

Credit card delinquencies have
risen but are still below pre
pandemic levels and are well
below Great Financial Crisis (GFC
levels.
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Consumer: Broad Consumer Balance Sheets OIC

Household Assets and Liabilities
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| GFKME=JKA 9KK-=I
consistently growing faster than
liabilities for much of the period
post the GFC.

This compares to the leadp to
L@= %$! /7] O@=F ;
liabilities grew faster than assets
for multiple years, setting up for
the 2008 consumer balance sheet
recession.

Recent volatility in asset growth
was caused by weaker stock, bon
and housing prices, which have
since recovered bringing
Household Assets back to new all
time highs.




Consumer/Housing: Low Locked-In Mortgage Rates Create Distortions

Average Rate for New Mortgage and Effective Rate of Existing Mortgages
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Data as of 1/16/24

Thestrangestcycle of them all has
to be U.S. housing, after years of
underinvestment and policy
distortions have created an
imbalanced market.

Housing demand is still robust, but
housing supply has been stifled by
the good fortune of mortgage
borrowers locking in low rates on
their existing homes.




Consumer/Housing: House Prices at New All-Time High, Rebounding Construction

Home Prices Resume Their Ascent
325 -

313
300 -
275 -
250 -
225 -
200 -
175 -
150 -
125 -
100 -

75 -
2000 2005 2010 2015 2020

— S&P CorelLogic Case-Shiller U.S. National Home Price NS...
Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

Residential Construction Spending
million
1.0 -

0.9 -

< 896,758

0.8 -
0.7 -
0.6 -
0.5 -
0.4 -

2016 2018 2020 2022 2024

— Census Bureau US Private Construction Spending Reside...

Source: NewEdge Wealth, Macrobond, Bloomberg

After a soft start to 2022, house

prices are back to a new alime
high.

Note that house prices do lead
housingrelated inflation statistics,
suggesting that after the
<AKAF>D9LAGF
easing, a rebound in housing
inflation is possible.

> G

Residential construction is
rebounding after a soft 2022/early
2023. This could be an upside
driver to 2024 GDP growth.




Manufacturing: Construction Spending Not Having Broad Benefits

Manufacturing Construction Spending
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Despite a massive, parabolic surgt
in manufacturing construction
spending (driven by fiscal stimulus
like the CHIPS Act), broad
measures of manufacturing
activity/sentiment have been
weak.

The US ISM Manufacturing PMI hg
been sub50, contraction territory,
for over 12 months, with little signs
from leading components that a
sharp rebound is imminent.

This weak PMI is partially due to
pandemic normalization, where

supply chain disruptions enabled
large price hikes by manufacturers
and distorted inventory balances.
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Bank Loans: Loan Growth Still Slowing, Can it Stabilize in 20247

Loan Growth for Large and Small U.S. Banks
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Data as of 1/16/24

Post the regional bank issues of
2023, loan growth for both small
and large banks has slowed
materially.

Large bank loan growth slowed
from +10% at the start of 2023 to
+0.5% at the end of 2023.

Small bank loan growth slowed
from +15% at the start of 2023 to
+5% at the end of 2023.

Interestingly, Senior Loan Officer
Surveys (SLOOS) have signaled 3
slight easingin lending standards.
Could this easing, plus the benefit
lower future interest rate
expectations cause loan growth to
stabilize in 20247 Or will it continu
to fall into negative territory?




Bank Loans: Slightly Easing Standards, Delinquency Subdued
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Even for the mucHeared
commercial reatestate (CRE)
sector, loan standards have eased
slightly (except for multifamily real
estate).

Note there has been a slight uptick

in CRE delinquencies, but nowher
F=9J 9K 9< 9K
headlines would suggest.

Commercial & Industrial loan
delinquencies remain contained,
reflecting still robust corporate
profit fundamentals.
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Oftice Construction Spending Still Near Record Highs!

Office Construction Spending: Resilience with a Lag?

Office Construction Spending YoY
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For all of the angst about office
commercial real estate, office
construction spending is still near
all-time highs and has only just
started to see its growth rate slow
from +10% YoY in mid023 to +5%
at the end of 2023.

This data lags significantly, given
the long-lead time and cycle of thig
kind of construction.

This will be interesting to watch in
2024, as it could slow sharply if
completed projects are not back
filled with new buildings.







Policy Outlook

Monetary Policy Fiscal Policy

The Fed Wants to Tweak Not Ease if Economy Remains Firm

A We expect the Fed to tweak rates lower by ~75 bps (3 cuts) as
inflation moderation gives the Fed room to ease policy, but a
J=KADA=FL . GFGEQJZIT 9DGF? OAL @
Fed from wanting to endorse the 7+ cuts priced in by January 202
We think that economic data would need to weaken (beyond the
%" . KDGO<GOF 9F< MF=EHDGQE=FL
current 2024 forecast) to justify the current bond market pricing of

policy

shrinkage) plans in 2024, citing a rundown in Reverse Repo balar
(driven by Bill issuance) and a desire to sustain Reserves above &
&desired buffeAH / 2 HD9FK 9DKG AFL=JH
decisions
Key Observations:
A Financial Conditions are Easy: hancial conditions are back to
their easiest levels since early 2022/late 2021; if sustained, this
would be stimulative to nominal economic growth.
The Full Impact of Interest Rates Have Not Yet Been Felthe
long-tail of over a decade of QE (with the fever pitch of ulgasy
policy in response to the pandemic) has resulted in many borrowe
not feeling the full impact of higher rates after the great refinancing
wave of 2020/2021; the end result is a delayed/dulled real econon
impact of tighter Fed policy to growth

A

The Fed will likely change its Quantitative Tightening (balance she

5

Q2

g

Big Deficits Need Big Funding

A The U.S. budget deficit is expected to reach $2 trillion in fiscal 204
and is running at 6.5% of nominal GDP, a historically high level

> =v@tijout a I@cessidnForwWaI(andab B $tring dumerainr ¢f mpmiGat
GDP)

A To fund this deficit, the Treasury will issue $2 trillion in debt in 202

MH(oAble@om 2903 =< AFLG L@= $=<AK

A TBAC (Treasury Borrowing Advisor Committee) projects ovep%

Increasein coupon issuance across the curve in 2024

»tA  The key watch item is the mix between shdagrm Bills, and

es medium/long-L = J E GL=K 9F«< GF<Kn T

KMJHJAK= ; 9E= >JGE 2J=9KMJQAK

D 9 QongerAdrn@ates Jose KitNgilsgrovwenmake 2R % of Treasury de

outstanding (TBAC has a target b5-20%for Bills)

Little Indication from Either Party for a Desire to Change Fiscal

Trajectory

A Compared to coming out of the GFC, there has been a notable sh
in voter and legislator sentiment about deficits, exemplified by

F=AL@=J H9JLQ =EH@9KARAF? 9 a
s  platform (the 2020 observation fromviarko Papi@bout the
AE=<A9F NGL=JA ; 9JAF? D=KK 9:

4,
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less about deficits continues to look prescient)



https://www.dallasfed.org/news/speeches/logan/2024/lkl240106
https://www.reuters.com/markets/us/coming-flood-us-treasury-issuance-unsettles-some-investors-after-blazing-rally-2024-01-16/#:~:text=While%20expectations%20for%20Fed%20easing,of%20new%20debt%2C%20they%20say.
https://apolloacademy.com/23-increase-in-treasury-auction-sizes-in-2024/
https://apolloacademy.com/23-increase-in-treasury-auction-sizes-in-2024/
https://home.treasury.gov/system/files/221/TBACCharge2Q42021.pdf
https://www.amazon.com/Geopolitical-Alpha-Investment-Framework-Predicting/dp/1119740215/ref=asc_df_1119740215/?tag=hyprod-20&linkCode=df0&hvadid=459617407428&hvpos=&hvnetw=g&hvrand=10310974818324127578&hvpone=&hvptwo=&hvqmt=&hvdev=c&hvdvcmdl=&hvlocint=&hvlocphy=9067609&hvtargid=pla-921329675179&psc=1&mcid=f2e04cba96203d32b4eb413d281b7476&gclid=CjwKCAiA75itBhA6EiwAkho9e9uOoP3WBUwsLfSvgp7Jk3izQXZ5SncvLtbjy-oyOdqih6d6Z8B2iBoC6nsQAvD_BwE

Financial Conditions are Easier Than When the Fed Started Cutting Rates

Financial Conditions Back to Easy Territory

Bloomberg US Financial Conditions Index
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Soaring stocks, low volatility,
falling yields, tightening spreads,
and a weakening USD have all
contributed to a rapid easing in
financial conditions back up to
levels not seen since before the
Fed started cutting rates.

In 2022, tightening financial

conditions was seen as an urgent
task for the Fed, as it was trying tg
control elevated inflation.

With inflation lower/moderating,
there is less urgency to talk down
financial conditions; however, the
Fed has acknowledged that easy
conditions are stimulative and
could work against them in their
continued inflation fight.




The Bond Market Expects A LOT of Cuts in 2024

WIRP: Fed Funds Implied Overnight Rate and Number of Cuts
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The Fed says 3 cuts (2024 mediar,
dot in December 2023 dot plot),
but the bond market is pricing in
6.5 cuts in 2024.

The Fed has pushed badome

against this pricing and will likely
continue to do so if economic data
remains resilient.

In order to see 6+ cuts in 2024, we

think we would need to see a
distinct weakening in economic
data, primarily the labor market.
Falling inflation alone is likely not
enough to support this degree of
cuts.
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The Fed is Willing to Cut Rates as Inflation Falls, to Keep a Lid on Real Yields

Real Fed Funds Rate using Core PCE
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The Fed has cited high real yields
as the (narrow) sign that financial

- GF<ALAGFK 9J= &

2@= $=<AK JI9LAGI
rates in 2024 is that as inflation
falls, real yields will rise (real =
nominal - inflation), making policy
increasingly restrictive and risking
a deeper slow down.
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The Pinch of Higher Rates is Dulled by the Long-Tail of QT

Corporate Interest Costs YoY % and Fed Funds Rate
%
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Data as of 1/16/24

We have written extensively about the
long-tail impact that prolonged QE has
had on U.S. corporate and consumer
balance sheetsKebruary 2023July
2023 November 202R

This reached a fever pitch in 2020 and
2021, when rates were ultrlow and
allowed for a great wave of refinancing.

The result is that as the Fed has raised
rates in 2022 and 2023, net interest
costs for corporates in aggregate have
fallen (according to BEA data), meanin(
that corporations are seeing a bigger
increase in their cash interest income
than their interest expensetigher

rates have been short term

stimulative to corporates in a post QE
world!

Refinancings begin to kick in in late 202
and early 2025, meaning we could begin

to see the delayed real economy impac
of higher rates (if sustained).
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https://www.newedgewealth.com/no-land-before-time/
https://www.newedgewealth.com/you-cant-stop-the-beat/
https://www.newedgewealth.com/you-cant-stop-the-beat/
https://www.newedgewealth.com/your-time-is-gonna-come/

Refinancing; A Watch Item for Late 2024 and 2025

Despite Recent Drop in Yields, Refinancing at Higher Yields is Still a Watch Item

Investment Grade Corporate Bond Index Average Coupon, 10 Year Treasury Yield, 2 Year Treasury Yield
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The average coupon on corporate
bonds is at or below most of the
current Treasury curve for the first
time since the 1980s.

This implies that as corporations
need to refinance, they will be
doing so at higher interest rates, a
notable shift from the past 40 year
when interest rates persistently
marched lower.

Late 2024 begins the refinancing
needs, with a bigger wave in 2025
and 2026. If rates remain elevated
corporates will have to
contemplate a brave new world of
higher yields.




Changes to QT Coming in 2024

Federal Reserve Balance Sheet (trillions)
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The Fed has signaled coming
changes to QT as they look to
HJ=K=JN= 9 a: M>:
liquidity for the financial system.

Lorie Logan recently called out the
falling Reverse Repo Balance as t
watch item for when QT could
change. Reverse Repo Balances
have been falling as money marke
funds have been absorbing higher
Bills issuance from the Treasury
(next slide).
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Yellen s the Fourth Member of Destiny’s Child: Bills, Bills, Bills

Treasury Bills as a % of Total Treasury Debt Outstanding

USD
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2J=9KMJQ 1=; J=L¢{
shift to larger Bill issuance in 2023
likely helped to stave off a larger
Treasury market selbff, as
Treasury investors would have ha
to absorb greater Coupon
iIssuance.

The path for Bills vs. Coupons in
2024 will have an important impac
on liquidity, not just impacting
financial market plumbing, but
also potentially impacting risk
asset pricing (which benefits from
an ample liquidity backdrop).
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U.S. Budget Deficit Elevated

US Treasury Federal Budget Deficit Or Surplus as a % of Nominal GDP The reason for th's large Treasury
50 Bills and Bonds issuance is the
large fiscal deficit.
2.5 -
For a nonwartime economy that
0.0 has strong nominal GDP, U.S.
25 budget deficit spending is
historically elevated at 6.5% of
-5.0 - GDP.
6.46
7.5~
-10.0 -
12.5 - T)
|
17.5 -
-20.0 -
1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025
Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24



U.S. Government Interest Payments Surge on Higher Rates and

U.S. Government Interest Payments
1,000 - 981
900 -
800 -

700 -

600 -
500 -
400 -
300 -
200 -
100 -

0 - I I I I
1960 1980 2000 2020

— US Current Expenditures Interest Payments SAAR
Source: NewEdge Wealth, Macrobond, Bloomberg

Data as of 1/16/24

Government Interest Costs at a % of GDP
0.050 -

0.045 -

0.040 -

< 0.036

0.035 -

0.030 -

0.025 -
0.020 -

0.015 -
1960 1980 2000 2020
— US Current Expenditures Interest Payments SAAR/ U.S. N...

Source: NewEdge Wealth, Macrobond, Bloomberg

Higher Deficits

In a world of low rates and low
inflation, running large deficits
came at little consequence.

But as inflation has increased and
rates have risen, the cost to servic
large debt balances has ballooned
(mostly as low longterm rates
were not pursued aggressively
when they were present).

U.S. government interest
payments on its debt is nearing $1
trillion.
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Watching the USD

U.S. Dollar (DXY) and CFTC Dollar positioning
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The USD is an ailinportant factor
in financial markets for 2024.

A stronger USD likely benefits
U.S.assets over foreign assets, bu
also has the potential to tighten
financial conditions.

A weaker USD would support nen
U.S. assets, which typically benefi
from major USD bear markets.

Positioning is an important
contraction indicator (positioning
is long at peaks and short at
troughs). Today, USD positioning
getting close to short levels seen ii
2017 and 2021, but not quite therg
yet. If these short levels are
reached, a positive view on the
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USD would be supported.










Tactical 10024 Outlook

Equities in 1Q24 Key Events/Drivers in 1Q24

A
A

A

A

Potential for Choppy Trading:
Given sharp rally, short term skewed to the downside with support

Leadership Rotations Lasted Only a Week, Can They Resume?:

at 50 day (~4,600) and 100 day (~4,500).

EPS updates are a source of volatility after large 1ups in share
prices since 4Q23; note sadlde EPS estimates have lowered bars
(estimates cut over the course of 4Q23).

Watch the Relative Strength Index (RSI) and high beta
divergence in the S&P 500 The S&P 500 is nearing new highs, bu
momentum is not as strong as December, while High Beta has
begun to lag again; these are two important divergences that
suggest choppier trading in the near term.

Russell 2000 Small Capbkave given up half of their outperformanct
over the S&P 500 since October, risking the recent sharp rally cou
be another headfake and not a breakout (watch for how the index
interacts with support).

Growth leadership resumed after a brief lull vs. Value, suggesting
it is too early to call for Value leadership in 2024; Growth sectors |
Tech are expensive but remain in technical uptrends.

Non-U.S. mixedwith Developed helped by Japan nearing-§4éar

highs in its equity market, while Emerging plumbs new relative lows

on China weakness.
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Fed Meetings:The Fed will announce a rate decision and hold a
press conference on 1/31 and 3/20; a plethora of Fed speak outsi
of the meetings could also move markets.

40Q23 EPS season that provides 2024 outlook€Companies will be
providing results for the last quarter of 2023 and outlooks for 2024
from mid-January until midFebruary.

Treasury Funding: Treasury funding announcements moved
markets in 2023 (to the downside after a larger than expected
coupon issuance over the summer, and to the upside after a smal
than expected issuance in the fall); the next announcement is
1/29/24.

Fiscal budget and potential shutdown risk: 1/19 and 2/1 are key
dates when funding expires for some spending programs, raising
risk of a government shutdown.

Early election indications : The first wave of votes in the 2024
primary elections begin in January in lowa and New Hampshire,
?ANAF? 9F =9JDQ J=9< 9: GML TP
Global central banks decide on rates, watching Japan:( 9 H9 F
central bank meets twice (1/23, 3/19) with all eyes on indications i
the mostdovish developed central bank will end its negative
interest rate policy.

Energy costs from weather/geopolitics: Rising energy costs could
roil disinflation/friendly Fed narratives.
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S&P 500 with Moving Averages and 14Day RSI

Source: Bloomberg; Data as of 1/16/24

Relative Strength Index
(RSI) divergences do not
have to be a death knell fof
a rally, but they should be
watched closely as a sign
of potential nearterm
a=P@9 MKLAGFH#H

An RSI divergence happen
when the index hits a new

high, but the RSI does not,
suggesting a deterioration

in momentum.

This was a helpful warning
sign in December 2021, for
example, and subtly in
summer 2023. This signal
gave false warnings
EMDLAHD= LAE
trending market.
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