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Despite conflicting data points, the U.S. economy continued to perform well in the
second quarter. S&P 500 earnings reports for the first quarter demonstrated robust
earnings surprises with 79% of S&P 500 constituents reporting actual earnings above
Wall Street consensus estimates. The S&P 500 reported 6.0% year-over-year earn-
ings growth in the first quarter (vs. expectations of 3.1% heading into the quarter), the
highest since Q1 2022. The market currently estimates second quarter and full-year
EPS growth of 9%. Small business optimism rose to a year-to-date high in June on
better economic prospects. Some slight cracks in the labor market are appearing with
continuing jobless claims hitting 1.86 million, the most since November of 2021.

The unemployment rate unexpectedly climbed to 4.1% in June, tied for the highest
level since October 2021. Consumers displayed resilience; even though quarterly
retail sales figures showed signs of fatigue, spending on services remained healthy.
Consumer spending was driven by both the wealth effect of rising home equity and
stock portfolios, and solid increases in income growth. Housing, while somewhat
inhibited by high prices and mortgage rates, remains healthy as resilient demand
continues to face low levels of supply. Corporate bond credit spreads linger near all-
time lows, reflecting strong corporate balance sheets and earnings consistency. GDP
increased 1.4% (annualized) in the first quarter and is on track to grow at a 2.0% pace
in the second quarter, according to the Atlanta Fed.

Despite firm performance from both businesses and consumers, concerns regarding
elevated inflation and interest rates remain. Inflation has proven stickier in the last
mile to the Fed’s 2% target. The Fed’s preferred measure of inflation, PCE, posted its
smallest rise in May since March 2021 bringing the year-over-year number to 2.6%.
Economic risks are becoming more two-sided: inflation is moving closer to target
levels and the labor market is reflecting more stable supply and demand conditions.

The Fed’s meeting in June saw officials dialing back their expectation for rate cuts
this year. Relative to projections in March, the median estimate for interest rate cuts
has fallen from three quarter-point cuts to one by the end of the year. Back in March,
10 of 19 Fed officials were projecting at least three rate cuts in 2024. Currently, eight
officials expect two cuts, seven expect one, and four are predicting none. The futures
markets are currently implying at least two rates cuts are likely this year.

As stock valuations have climbed, concentration risk in capitalization-based indices
have continued to worsen. Ten stocks currently comprise 37% of the S&P 500 index
and account for 77% of the S&P 500’s return so far this year, according to FactSet
data. The 1-year forward P/E ratio of these ten stocks is currently 30.3x, whereas the
remaining stocks in the index have a forward P/E of 17.6x. Despite the index’s 15%+
return year-to-date, over 35% of constituent stocks are negative this year.

MACRO OVERVIEW

Constructive Observations

 Current yields offer compelling income
opportunities across a myriad of asset
classes.

» Corporate profits and balance sheets
appear generally healthy.

» Consumer spending is likely to remain
supported by a steady labor market

and wage gains exceeding the rate of
inflation.

 Al-related productivity boom could pos-
itively impact GDP going forward.

= Future monetary policy is likely to have
an accommodative bias

Cautious Observations

= Economic growth is slowing and/or
turning negative around the globe.

* Interest rates are likely to stay higher
for longer as progress on lowering infla-
tion has been slow and uneven.

= Labor market data has been showing
signs of weakness.

* Property sector woes and weak con-
sumer sentiment in China likely to have
spillover effects.

» Divergent monetary policy paths glob-
ally are likely to increase volatility.

The U.S. economy grew at an annualized pace of 1.4% in the first
quarter, beating expectations of 1.3%. U.S. economic data has
softened over the second quarter and has generally been coming in
below consensus since early May. The Labor Department reported
the average number of monthly jobs added during the second quarter
declined to 177,000 vs. the 267,000 monthly pace of the first quarter.
The unemployment rate ticked up from 3.8% in March to 4.1% in
June, indicating slack and gradual slowing in the labor market. Other
indications the job market is cooling were average hourly earnings
growth dropping from 4.1% to 3.9% in June from a year earlier, the
smallest gain since 2021, although still above the Fed’s 3.0% - 3.5%
target. Additionally, the nonfarm payroll counts were revised lower for
both April and May.

May headline CPI was slightly lower than expected: 3.3% from a year
ago vs. 3.4%, a welcome outcome after several firmer than expected
reports to start 2024. The monthly reading was unchanged, at 0% in
May, down from 0.3% in April and 0.4% in March. To obtain the Fed’s
2% target, economists suggest the monthly reading should consis-

tently be in the range of about 0.2%. June headline CPI declined
0.1% from May, the first time it has fallen in more than four years,
putting the 12-month rate at 3.0%, its lowest level in more than
three years. U.S. gasoline prices fell 3.6% in the month of May,
after increasing in each of the prior three months. Consumers paid
an average pump price of $3.70 per gallon at the end of May, and
$3.56 per gallon at the end of June.

The housing market weakened since last quarter with existing
home sales down to 4.1 million from 4.4 million in February, and
down 3% from year ago levels. Median home prices rose 2% in
the quarter and 6% year-over-year. New home sales declined from
662,000 in February to 619,000 in May.

The University of Michigan Consumer Sentiment Index dropped to
68.2 in June from 79.4 in March, a 7-month low, resulting from the
impact of a slower economy, higher rates, and persistent (albeit
falling) inflation. Similarly, the Conference Board’s Consumer Con-
fidence Index dropped in June to 100.4, down from 101.3 in May.

This report was prepared by Taiber Kosmala & Associates, LLC., and reflects the current opinion of the authors. It is based upon sources and data believed to be accurate and reliable.
Opinions and forward looking statements expressed are subject to change without notice. This information does not constitute a solicitation or an offer to buy or sell any security.



MARKET OVERVIEW

Equities

The S&P 500 returned 4.3% in the second quarter, bringing its year-
to-date return to just over 15%: a respectable half-year outcome by
almost any standard. Sector and style positioning dictated a great
deal in terms of investors’ ability to capture the headline index return,
however. Large-cap growth stocks returned over 9.5% this quarter,
whereas large-cap value stocks declined by just over 2.0%. The top
six IT stocks in the S&P rose 17% on average primarily due to EPS
revisions and multiple expansion, while the remaining 494 stocks
saw a slight upward EPS revision and larger multiple compression
driving a 1% decline on average. Six of eleven S&P sectors posted
negative returns this quarter and only three outperformed the overall
index. Info. Tech (13.8%), Communication Services (9.4%), and Util-
ities (4.7%) were the top-performing sectors in the second quarter.
Mid-cap and small-cap stocks declined 3% in Q2.

Returns in the developed international markets were generally neg-
ative this quarter, with European markets concerned about the elec-
tions in France (-7%), and Yen weakness causing Japanese stocks
to stumble (-4%). The MSCI EAFE index was down less than 1% this
quarter and has returned just over 5% year- to-date. The U.S. dollar
has appreciated in 2024 against most other currencies. As a result,
returns in local currency terms are much higher: MSCI EAFE is up
over 11% year-to-date in local currency terms.

Within emerging markets, the overall index returned 5% in the sec-
ond quarter, delivering stronger performance than the S&P 500, but
was characterized by dramatic decoupling across the asset class.
Asia generally advanced while most Latin American markets pulled
back. Although real estate woes and slowing GDP continues to beset
the Chinese market, stocks there rose 7% this quarter as confidence
continues to grow after four straight quarters of negative returns (the
reason China remains negative on a trailing twelve-month basis).
China’s Third Plenum, one of the most important political meetings
of the Chinese Communist Party will be held later in July and is
expected to focus on deepening economic reforms to address a wide
range of issues. Brazil and Mexican markets suffered double-digit
declines this quarter as both countries face political headwinds that
could stifle economic growth.

Fixed Income

U.S. Treasury yields ended the second quarter slightly higher by

10 to 20 basis points, with larger increases concentrated in longer
maturities. Early in the quarter, yields rose due to elevated inflation
and robust economic growth but later reversed due to downward re-
visions and new data pointing to a declining trend. The 10-year Trea-
sury yield rose from 4.2% to 4.4% during the quarter (after reaching
4.74% mid-quarter) and the 30-year went from 4.34% to 4.56%. Fed
minutes indicate an eagerness to cut rates in September, driven
primarily by concerns about the employment outlook. The market is
pricing in an 80% probability of a rate cut in September, which will
ultimately depend on inflation and employment trends remaining

on their current stable to slowing track. Globally, June was the first
month since the beginning of the post pandemic cycle during which
no major central bank raised interest rates. While the Fed’s monetary
policy has been on hold, relative weakness in other economies and
better progress on inflation have allowed the EU, Canada, Switzer-
land and Sweden to embarking on easing paths, although the risk of
sticky inflation has led each to avoid fully committing to meaningful
further cuts.

We have passed the two-year anniversary of U.S. Treasury yield
curve inversion, exceeding the prior record of 623 days set back in
1978 and dwarfing the average 92-day inversion of the past half cen-
tury. 3-Month Treasury Bills currently yield about 90bps more than
30-year bonds. Yield curve inversion is usually resolved by falling
short-term rates as some type of economic shock requires swift poli-
cy easing. Short rates continue to reflect expectations for a slow and
steady easing cycle. Longer-term rates are balancing the eventuality
of lower short-term rates with the need to increase future supply of
longer- dated bonds to finance large fiscal deficits. Investors are
currently paying a premium to lend to the U.S. government for a lon-
ger time. That bodes well for the market'’s ability to absorb the large
amounts of bonds the U.S. plans to sell, at least in the immediate

future. The current yield curve inversion embodies two fundamen-
tal principles: economic uncertainty remains high, and short- end
rates are heavily influenced by a government institution (the Federal
Reserve) that focuses on relatively few short-term factors, whereas
longer- term yields are set by open-market forces pricing in a wide
range of longer- term scenarios. Eventually, investors will return to
normal behavior and demand higher yields for longer maturities, but
when that might occur is highly debatable.

Uncertainty over Fed policy has led to record-breaking rate volatility
for core aggregate bonds. Core bonds have had a -3.0% annualized
return over the last three years. The U.S. Aggregate Bond index was
up 0.1% this quarter and down 0.7% year to date. Short and inter-
mediate Treasuries were flat for the quarter, whereas maturities of
10-years and longer declined 1-2%. High yield bonds were up 1%
this quarter and leveraged loans returned 2%.

Real Assets

Commaodities have erased most of their 2023 losses in just the first
half of this year. The more diverse Bloomberg Commodity Index in-
creased 3% overall in the second quarter, whereas the energy-tilted
Goldman Sachs Commodity Index was up 0.7%. These two indices
are up 5% and 11% respectively, year- to-date. Crude oil was up a
modest 1% this quarter, whereas heating oil (- 2.4%) and gasoline
(-4.2%) both fell. Natural gas has been very volatile, declining almost
30% in the first quarter amid mild weather and record production,
and bouncing back 14% in the second quarter. On a trailing twelve
month basis, natural gas has declined 44%.

Gold appreciated 5% in the second quarter and is up 13% through
mid-year. At the beginning of April, gold was $2,250 per troy ounce.
The price was supported from investors betting on a June interest
rate cut from the Federal Reserve, as well as strong central bank
buying. The highest percentage of central bankers in at least six
years expect their holdings of gold to increase, according to the
World Gold Council’s annual survey released in June. The survey
found that 29% of the central bank respondents plan to increase their
gold reserves in the next 12 months, the highest since the survey
began in 2018. The precious metal found further support in May as
geopolitical and sovereign debt concerns weighed on investors in
China and the Middle East. In the short-term, demand for gold is
likely to increase from Chinese buyers, as they eschew their real
estate and stock markets. On May 20, gold hit a record intraday high
of $2,454.20, its highest price ever. Platinum rose 10% in the second
quarter. Silver, which is “quasi-precious” and “quasi- industrial”, rose
almost 18% this quarter and is up 22% for the year-to-date. Industrial
metals also rose this quarter by almost 10%, as a group. Individ-

ual metals rose this quarter, as follows: aluminum +7.4%, copper
+10.6%, nickel +3.2% and zinc +20.4%.
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THE NARROWEST MARKET IN 50 YEARS

On pace for record low % of stocks beating S&P 500
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INFLATION PRESSURES CONTINUE TO EASE

CONSUMER PRICES: CORE EX SHELTER
(yearly percent change)
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HIGHER RATES TAKING A TOLL

US bankruptcy filings by year
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Exhibit 40: Serious delinquency rates remained low through Q1, with the exception of credit

cards
90+-day delinquency rate by account type
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HIGHER RATES TAKING A TOLL
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BUT ECONOMIC GROWTH REMAINS RESILIENT

Evolution of Atlanta Fed GDPNow real GDP estimate for 2024: Q2
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Disclaimer

This communication is provided for informational purposes only and is not an offer, recommendation, or solicitation to buy or sell any security or other investment.
This communication does not constitute, nor should it be regarded as, tax advice, legal advice, investment research, a securities or investment recommendation,
nor does it provide information reasonably sufficient upon which to base an investment decision. Additional analysis of your or your client’s specific parameters
would be required to make an investment decision. This communication is not based on the investment objectives, strategies, goals, financial circumstances,
needs or risk tolerance of any client or portfolio and is not presented as suitable to any other client or portfolio.

This communication is provided on a “where is, as is” basis, and we expressly disclaim any liability for any losses or other consequences of any person’s use of or
reliance on the information contained in this communication. Any opinions expressed herein are current only as of the time made and are subject to change without
notice. The charts, graphs, and tables included herein are based on unaudited, third party data provided to us by one or more commercially available databases.
While we believe this information is reliable, we bear no responsibility for errors or omissions.

Past performance is no guarantee of future performance.

TERMS OF USE

This communication was prepared by Taiber Kosmala & Associates, LLC (“we” or “us”) and is intended for institutional investors and investment advisory profes-
sionals only and solely for the use of its recipient. There is a fee associated with the report, materials, and information contained herein. Recipients of this commu-
nication may not distribute it to others without our express prior consent.
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