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“Have mercy, been waiting for the bus all day / | got my brown paper bag / And my take-
home pay” Zz Top, “Waitin’ for the Bus”
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In Samuel Beckett’s oft-referenced existential play, “Waiting for Godot,” the central characters hang out
waiting for Godot to appear. Much confusion abounds, and (spoiler alert) Godot never appears.
Following on this theme of waiting for something that may or may not appear, many economic signs
appear to be signaling a recession in the near-term future, and yet markets keep rallying. Further, the
Fed has indicated it is comfortable with a slowdown occurring. In the play, secondary characters switch
roles being led on a rope—is the Fed leading (causing) or following the recessionary data? Official
comments indicate that the central bank is dedicated in its efforts to curb inflation, but as we have noted
before, it has not yet had to face recessionary conditions. When it does, will it pivot to spur growth and
foster job growth (assuming unemployment rises), or will it continue to focus on inflation? Will a
recession actually occur, or will investors be distracted by something else, perhaps the artificial
intelligence (Al) phenomenon? It appears, based on the mixed results below, that investors don’t care if
‘Godot’ appears or not. Equity investors have been pleased with earnings results and better valuations
after a tough year in 2022. Bonds, notably in the high-yield sector, have rebounded nicely and are not
yet displaying elevated default ratios. Higher-quality bonds seem to be reacting to the daily news cycle
and comments about the Fed, while commodities and the dollar are reflecting some weakness. U.S.
REITs are showing some resilience but concerns about commercial real estate are palpable. Recent
results are in the table below:

Index Returns
as of 6/30/2023

FIXED INCOME
BbgBarclays US HY 2% Issuer Cap 1.75% 3.57% 5.38% <11.18%>
BbgBarclays Municipal <0.10%> 2.78% 2.67% <8.53%>
BbgBarclays Global Aggregate 0.06% 2.90% 2.96% <11.22%>
BbgBarclays US Agg Bond <0.84%> 2.96% 2.09% <13.01%>
U.S. STOCKS
Russell 1000 [Large-cap Stocks] 8.58% 7.46% 16.68% <19.13%>
Russell 2000 [small-cap Stocks] 5.21% 2.74% 8.09% <20.44%>
S&P 500 8.74% 7.50% 16.89% <18.11%>
INTERNATIONAL STOCKS
MSCI ACWI Ex USA NR [All Stocks] 2.44% 6.87% 9.47% <16.00%>
MSCI EAFE NR [Developed Markets] 2.95% 8.47% 11.67% <14.45%>
MSCI EM NR [Emerging Markets] 0.90% 3.96% 4.89% <20.09%>
REAL ASSETS
U.S. Dollar 0.40% <0.98%> <0.59%> 7.87%
Morningstar US Real Asset Index <0.06%> 2.18% 2.11% <8.24%>
Bloomberg Commodity <2.56%> <5.36%> <7.79%> 16.09%
S&P GSCI Crude Oil Spot <2.86%> 8.76% 5.65% <0.13%>
S&P GSCI Gold Spot <6.65%> <5.72%> | <11.99%> 6.71%
S&P United States REIT 2.65% 2.72% 5.45% <24.36%>
S&P Global Ex US REIT <2.68%> <0.70%> <3.36%> | <21.91%>

Source: Morningstar, Inc. USD data with dividends and interest
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“I'm trying to make a living / | can't save a cent / It takes all of my money / Just to eat
and pay my rent / | got the blues / Got those inflation blues” B.B. King, “Inflation Blues”

The Fed has indicated that they are focused on reining in inflation, which Chair Powell has said may be
a severe headwind to long-term growth if remains too high for too long. ‘Too high’ in this scenario is a
level north of 2%, which appears to be a difficult target to achieve in this environment. We also see a
serious conflict arising if the economy falls into anything more than a brief, shallow recession — the
Fed’s traditional jolt to the economy is to lower interest rates, i.e., lower interest rates. Current
consensus is for a brief and shallow recession, but concern surrounds possible Fed actions given their
language about staying focused on the inflation fight regardless of the growth environment. This implies
a willingness to increase unemployment and severely dampen wage growth, which is finally showing
real gains (adjusted for inflation) after years in the doldrums. We can see in the graphs below that the
current employment and inflation environments are good in comparison to the late 1980s/early 1990s,
for example, when inflation hovered around 4% and unemployment was much higher than current,
remaining persistently above 5%. The economy did suffer a brief recession, but continued to grow in
the run-up to the Tech Boom. We mention this because it appears the Fed has some room to claim
victory if inflation falls to 3% or slightly less. This will allow them to execute a gradual loosening of
monetary policy without having to resort to a ‘zero rate’ policy as instituted after the Global Financial
Crisis. Also of note is the Fed’s history of dropping rates at least 5% to combat recessions; this would
be very difficult in this environment as a cut of this magnitude would bring rates to zero again, and
we’re hard-pressed to see that as a desirable policy outcome.
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“It's hard to beat the system / When we're standing at a distance / So we keep waiting
(waiting) / Waiting on the world to change” John Mayer, “Waiting on the World to Change”

Our key concerns aren’t the possibility of recession or the actual level of inflation (the trend is of equal
importance given the differing views as to what things should be in the inflation basket). We do believe
that some significant but perhaps overlooked economic changes are more important, specifically the
level of interest rates and the state of global growth. If rates remain elevated for some time to tamp
down inflation, the ripple effects will be more substantial as time passes. Consumer borrowing costs will
be higher, debt capital will be more difficult to raise, private capital markets will come under pressure
and certain industries that flourish in a low-rate environment (technology) will be more volatile. Global
growth (below) is expected to be much lower than the recent non-COVID trend over the next few years,
with developed markets performing at very constrained levels. Lingering inflation and high interest rates
might promote a long period of stagflation (high inflation and low growth) for some time.

Forecasts
World Average
Share'? 2000-2018 2019 2020 2021 2022 2023 2024
World (CE China est.)? 100.0 2.7 22 3.2 2.6

World (Official China data) 1000 Z7 5Z > 1.7 2.8 2.6

SOURCE: Capital Economics, 17 July 2023

Higher rates are also forecast to have a dampening effect on fiscal policy and will certainly lead to
discordant policy fights in the U.S. The so-called ‘crowding out effect,’” in which government borrowing
is preferred over public markets, may have some influence over capital markets as well. Republicans
are agitating for deep budget cuts and no tax increases, while Democrats are seeking to increase social
spending and raise taxes. As the recent debt-ceiling debate demonstrated, both sides are far apart in
seeking middle-ground growth and taxation policies.
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Federal deficit and net interest outlays If this forecast becomes reality, the
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“But I'm not bound / And | never will / Be to a wrinkled, crinkled, wadded dollar bill”
Johnny Cash, “Wrinkled, Crinkled, Wadded Dollar Bill”

Thus far in 2023, U.S. and international equities have clearly rebounded from last year's bear market.
The US market surge has been very narrow in breadth thus far, being led by familiar mega-cap
technology and consumer names. Emerging markets equities, particularly in dominant China, are not
performing as robustly, as China’s easy-money growth, one-child policy and increasing political
intransigence and less-than-robust post-COVID reopening are hurting growth. Quality bonds have
rebounded, too, but are still seeking a settling rate based on future Fed and economic activity. Yields in
many bond sectors are at very attractive levels. We still believe some post-COVID realignment
headwinds are over the horizon, as geopolitical concerns (particularly the war in Ukraine) threaten
global food and energy supplies. We are using opportunities to harvest losses, trim unwieldy positions
as prudent and keep portfolios closely aligned to their ideal allocations.

As always, we urge our clients to focus on their long-term plan and not allow short-term market events
to derail them. If there is a short-term goal that needs to be funded, that cash should be set aside in
anticipation of withdrawal from the portfolio. If you have invested long enough you know that the market
tide will ebb and flow, but diversification allows portfolios to weather the storm. If you have any
questions, feel free to contact our office.

As always, we welcome your comments, questions and feedback, and thank you for your trust in us.

— Your Wealth Management Team at JJ Burns & Company

Disclosure: J.J. Burns & Company, LLC is a registered investment adviser with the U.S. Securities & Exchange Commission and maintains notice filings with the States of New York, Florida,
Pennsylvania, New Jersey, Connecticut, and California. J.J. Burns & Company, LLC only transacts business in states where it is properly registered or excluded or exempted from registration.
Follow-up and individualized responses to persons that involves either the effecting or attempting to effect transactions in securities, or the rendering of personalized investment advice for
compensation, as the case may be, will not be made absent compliance with state investment adviser and investment adviser representative registration requirements, or an applicable
exemption or exclusion.

Unless otherwise stated performance numbers refer to indexes, which cannot be invested in directly and have no fees or trading expenses associated with them. All index data provided by
Morningstar, Inc.

Russell data © Russell Investment Group 1995-2018, all rights reserved. Dow Jones data provided by Dow Jones Indexes. MSCI data © MSCI 2018, all rights reserved. S&P data provided
by Standard & Poor’s Index Services Group. © 2018 Merrill Lynch, Pierce, Fenner & Smith Inc.; all rights reserved. Citigroup bond indices © 2018 by Citigroup. Barclays data provided by
Barclays Bank PLC. Indices are not available for direct investment; their performance does not reflect the expenses associated with the management of an actual portfolio.

Past performance is no guarantee of future results. This information is provided for educational purposes only and should not be considered investment advice or a solicitation to buy or sell
securities.

Investing risks include loss of principal and fluctuating value. Small cap securities are subject to greater volatility than those in other asset categories. International investing involves special
risks such as currency fluctuation and political instability. Investing in emerging markets may accentuate these risks. Sector-specific investments can also increase these risks.
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Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed-income investments are subject to various other risks, including changes in credit
quality, liquidity, prepayments, and other factors. REIT risks include changes in real estate values and property taxes, interest rates, cash flow of underlying real estate assets, supply and
demand, and the management skill and creditworthiness of the issuer.

The Russell 1000 Index measures the performance of the large-cap segment of the U.S. equity universe. It includes approximately 1000 of the largest securities based on a combination of
their market cap and current index membership. The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe. It includes approximately 2000 of the
smallest securities based on a combination of their market cap and current index membership.

The Barclays U.S. Corporate High-Yield Index covers the USD-denominated, non-investment grade, fixed-rate, taxable corporate bond market. The Barclays U.S. Aggregate Index covers the
USD-denominated, investment-grade, fixed-rate, taxable bond market of SEC-registered securities.

The Citi World Government Bond Index (WGBI) provides a broad benchmark for the global sovereign fixed income market. It measures the performance of fixed-rate, local currency, investment
grade sovereign bonds, currently includes sovereign debt from over 20 countries denominated in a variety of currencies.

The Morningstar® US Real Asset Index is a diversified portfolio of four different asset classes that have historically displayed high sensitivity to inflation. Real assets are defined as TIPS,
commodity futures-based strategies, real estate investment trusts, and inflation-sensitive equities such as upstream commodity stocks and master limited partnerships

The S&P U.S. REIT Index defines and measures the investable universe of publicly traded real estate investment trusts domiciled in the United States. The S&P Global REITis a comprehensive
benchmark of publicly traded equity REITs listed in both developed and emerging markets. The S&P 500® index includes 500 leading companies and captures approximately 80% coverage
of available market capitalization.

The MSCI ACWI index captures large and mid-cap representation across 23 Developed Markets (DM) and 23 Emerging Markets (EM) countries. The MSCI EAFE Index is an equity index
which captures large and mid-cap representation across Developed Markets countries around the world, excluding the US and Canada. The MSCI Emerging Markets Index captures large and
mid-cap representation across 23 Emerging Markets (EM) countries.

The Bloomberg Commodity Total Return index is composed of futures contracts and reflects the returns on a fully collateralized investment in the BCOM. The index currently represents 20
commodities, which are weighted to account for economic significance and market liquidity.
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