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Monthly Update — August 2023

Great Expectations
“Ask no questions, and you'll be told no lies.”
— Charles Dickens, Great Expectations

Strong economic data and stock returns this summer have led investors to have high
expectations. This month we will ask questions about growth, inflation, earnings, and
investment returns:

» Is the economy on a solid foundation with Market Returns Ending 8/31/2023
accelerating growth?

Category August YTD 1 Year

» Isinflation falling to the Fed’s target, and have they
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»  Are estimates of company earnings appropriate? Russell Mid Cap| ~ -3.4% 9.5% 4.9%
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Stocks floundered to close out the summer:
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High expectations created by the summer’s economic performance (and reflected in asset
valuations) have buoyed sentiment and the market’s technical backdrop. Let’s review our
Navigator framework to develop our own expectations.
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September 2023 Navigator Outlook

VALUATION

+ The S&P 500 remains expensive, well above
the 25-year average level of valuation

+ Small cap and international stocks trade near
their long-term averages, offering solid value

+ Across the spectrum of credit, from
government to high quality corporate to high
yield, bonds offer compelling return potential.

ECONOMY

US GDP estimates remain strong for Q3
Companies are reducing their hiring; job
openings have declined steadily in 2023
Inflation in goods and housing has declined,
but costs for services remain high due to high
labor and interest costs.

Cracks are appearing in consumer credit

SENTIMENT

-

-

-

TECHNICAL

« Stocks pulled out of the summer doldrums as
the S&P 500 recovered August's losses.

« Stocks remain above trend, but market breadth
has narrowed.

« While technology stocks have been the year's
main driver they have yet to definitively move
above their 2021 high water mark.

After recovering from 2022's negativity,
investor sentiment has waned.

Consumer confidence dipped in August while
expectations remain low

The resumption of student loan payments in
October highlights an ominous sign for
consumer sentiment.

— ——
NEGATIVE ~ SLIGHTLY NEUTRAL SLIGHTLY POSITIVE
NEGATIVE POSITIVE

Economy: The month of August saw better than expected consumer data; employment and
retail sales were very strong. Despite modest manufacturing data, GDP estimates remain high.
Inflation remains low, though the stickiness of inflation in the services sector persists. Potential
stress is emerging in the consumer sector; credit cards and auto loans are showing some stress
among lower quality borrowers.

Technicals: Stocks pulled out of the summer doldrums by breaking back above short-term
moving averages and above August’s downtrend. While the market’s momentum remains
positive, breadth remains weak with fewer stocks participating in the rally. Technology stocks,
the year’s driver, have yet to definitively break above their high-water mark from 2021.

Sentiment: Investor sentiment recovered from a long stretch in negative territory but waned in
August. Consumer sentiment has also recovered from the historic lows of 2022, and the
expectations component is still low. One cloud on the sentiment horizon is student loan
payments, scheduled to resume in October.

Valuation: The S&P 500 remains expensive relative to bonds and to other stock markets.
International and small cap stocks remain at a significant valuation discount to the S&P 500,
trading more in-line with their long-term averages. Bonds remain attractive across the
spectrum of credit risk.

Outlook and Recommendations: Expectations and reality
“Take nothing on its looks; take everything on evidence. There's no better rule.”

— Charles Dickens, Great Expectations
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Sentiment and market technicals are supportive of stocks in the near term. As we evaluate
expectations in light of the evidence we just reviewed, we can draw longer term conclusions for
our portfolios:

» The economy has shown surprising strength. However, there are some excellent reasons
to be cautious. Bank lending and corporate hiring have both been slowing. Auto and
credit card delinquencies are increasing, a situation likely to worsen unemployment
ticks higher.

» Inflation has been coming down, no doubt. However, the Fed’s “supercore” inflation
measure, which excludes housing, remains sticky. Labor costs and interest rates play a
big factor in the service sectors, keeping this measure higher. Therefore the Fed’s
commitment to bringing inflation down is likely to result in a worsening employment
situation.

» Earnings have remained solid in the US while remaining more subdued in the rest of the
world. In fact, calendar year 2023 and 2024 earnings estimates have increased
throughout the month of August, fewer companies are citing the word “recession” on
earnings calls, and profit margins have stabilized.!

> US large cap valuations remain extended; the S&P is overvalued by most measures.
Small and international stocks, however, present compelling long-term value. These
markets are trading close to their long-term average valuations. Bonds offer compelling
yields across the credit spectrum.

While the data seems to point to an increasing likelihood of a soft landing, we need to be
prepared for all scenarios.

Our advice to investors:

»  Maintain discipline. Do not try to time the market. If you are under or over-invested,
determine your destination and follow your plan.

» Remain diversified. In particular, bonds offer return potential in a way they haven’t for
some years. Many stock markets present sound opportunities.

» Consider alternative investments. Strategies with low correlation to the overall markets
meet a crucial need in many portfolios.

» Remain invested. Taking these points to heart will help you stay the course.

A solid look at the evidence gives us optimism for the long-term. Don’t be surprised, though, by
volatility, as high expectations leave little room for error. The reality is that September
performance, on average, is negative. When the index is up at least 10% through August — as it
is this year — it averages a slight gain. Long-term investors are wise to ignore the short-term
noise this month.
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This material is intended to be educational in nature, and not as a recommendation of any
particular strategy, approach, product or concept for any particular advisor or client. These
materials are not intended as any form of substitute for individualized investment advice. The
discussion is general in nature, and therefore not intended to recommend or endorse any asset
class, security, or technical aspect of any security for the purpose of allowing a reader to use the
approach on their own. Before participating in any investment program or making any
investment, clients as well as all other readers are encouraged to consult with their own
professional advisers, including investment advisers and tax advisors. OneAscent can assist in
determining a suitable investment approach for a given individual, which may or may not
closely resemble the strategies outlined herein.

i Source: FactSet
i Source: JPMorgan Guide to the Markets
it Source: Barrons What's Next for the S&P 500, According to History (barrons.com)
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https://www.barrons.com/livecoverage/stock-market-today-083023/card/what-s-next-for-the-s-p-500-according-to-history-4bzbYELKsQO6iNouEPAC
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