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Overview

In early June, Congress and President Biden
reached a last-minute agreement to suspend the
debt ceiling through the end of 2024 and avoid
the first government debt default in U.S. history.
This narrowly averted crisis came close on the
heels of the banking crisis in March, which was
largely contained by government (and FDIC)
action. Despite creating significant financial
concerns at the time, the timely resolution of
each of these crises allowed for continued
economic growth and stock market appreciation.

GDP Growth

Real GDP grew at a 2% annualized rate in the first quarter
and is expected to come in at a similar pace in the second
quarter of this year. Recent data releases have revealed a
still-strong economy not yet on the brink of recession. The
labor market and consumer spending remain strong. While
unemployment is creeping upward, at 3.7% it remains near
a historical low.

We expect the Fed will continue to raise interest rates. The
cumulative effects of higher interest rates, growing
unemployment, and tighter lending practices are expected
to slow the economy later this year. At this point, we
believe it is reasonable to expect a modest recession
around year-end, with perhaps a 0.5% to 1% contraction in
the economy.
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https://www.atlantafed.org/cqer/research/gdpnow

Labor Market

Weaker economic growth should soon begin to weigh on hiring intentions — putting upward pressure on the
unemployment rate. The unemployment rate should rise by more than one percentage point by mid-2024, reaching a
peak of 4.6%, before gradually moving back to its long-run average of 4%.

But job growth is not likely to slow much in the short term. As of May, the labor market registered a 14-month streak of
better-than-expected payroll gains. While small business hiring plans are trending down, the descent has been gradual,
and hiring plans have remained historically elevated. Non-farm payrolls have continued to grow at a solid pace in recent
months. Other labor market indicators have been less robust as layoffs have moved sideways in recent months and wage
growth appears to be slowing.
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Interest Rates
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Housing Market

Housing affordability has plummeted in
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standards may lower demand for home
purchases. As a result, home prices will
likely turn lower later this year and could
fall by 5-7% from their peak.

The U.S. Dollar
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The dollar has fallen over the past several months and should trade sideways through year-end. While another Fed rate
hike or two is likely this year, foreign central banks have largely matched the Fed's monetary policy path. Higher rates
from international central banks should offset a hawkish Fed and keep the dollar relatively stable through the end of the
year. However, the Fed is likely to begin easing interest rates before most other central banks. When that happens, the
dollar may lose ground relative to other currencies, particularly those of emerging markets.



The Global Economy

In June, the central banks of the world’s three biggest economic blocs came to starkly different conclusions, with the
eurozone raising rates, the U.S. on hold, and the Chinese cutting rates. Although GDP growth in Europe has been slightly
negative, the European Central Bank remains very concerned about inflation levels. In the US, inflation has significantly
moderated (but remains above target levels), while in China inflation has not been a problem. China’s economy has
suffered from the aftermath of its extended lockdowns and falling real estate prices.

Continued stock market appreciation in June contributed to what has already been a successful year for shareholders. The
resolution of the debt ceiling standoff and the Federal Reserve holding off on further interest rate increases in June were
two macro wins for the market that more than offset concerns about softening corporate profits. Investor frenzy
surrounding all things related to artificial intelligence led to the continued appreciation of companies deemed to be
beneficiaries of the mainstreaming of this new technology.

During the quarter, the large-cap S&P 500 posted an 8.7% return, the Russell Midcap was up 4.7%, and the small-cap
Russell 2000 gained 5.2%. International equities also generally posted positive returns for Q2, but at levels that were
significantly lower than U.S. equities. In Q2, the MSCI All Country World Index ex-U.S. was up 2.4%, the MSCI European,
Australian, and Far East Index was up 3.0%, and the MSCI Emerging Markets Index was up 0.9%. China was down almost
10% during the quarter.

Growth stocks slightly outpaced value stocks in June, resuming their recent performance dominance, and for the entire
quarter, posted a 12.5% return for the Russell 3000 Growth Index vs. just 4.0% for the Russell 3000 Value Index. Most of
the growth leadership, and frankly, return for the overall market, has been driven by a handful of mega-cap stocks,
including Alphabet, Amazon, Apple, Meta, Microsoft, Netflix, NVDIA, and Tesla. While their profits have grown, investor
enthusiasm has driven these stock prices to significantly expanded price earnings (PE) multiples, making them look
particularly expensive relative to the rest of the market.

At the end of June, the overall S&P 500 index was trading at 19.1x projected earnings, versus a 25-year historical average
of 16.8x. Given our expectation of a slowing economy and slowing earnings growth, this relatively high valuation level is
potentially concerning.
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Looking Ahead

The outlook for stock returns remains uncertain. The
potential for continued high interest rates, an economic
slowdown, and a resulting contraction in corporate profits
are expected to weigh on the market. The U.S. is likely
headed into a period of slower economic growth, if not an
outright recession. However, the equity market seems to
be looking past this well-telegraphed potential recession to
a future period of falling interest rates and improving
corporate profits.

The outlook for bonds has brightened since last quarter,
mainly due to the likelihood that the Fed is closer to the
end of its rate hiking cycle. Inflation is coming down, and
bonds now offer a respectable coupon rate (after years of
ultra-low interest rates).

There continue to be downside risks to the capital markets.
Those risks include the Fed possibly overshooting on
interest rate increases, a deeper-than-expected recession

occurring, more stress in the banking system emerging
due to the industry’s deposit level declines, an increase
in credit defaults as the economy slows, a possible
escalation in the conflict in Ukraine with its potential
impact on the prices of oil and commodities, and of
course, other unexpected geopolitical events.

A longer-term view of markets suggests that the
tailwinds stock and bond investors enjoyed for the past
decade, including massive fiscal stimulus and declining
and ultra-low interest rates, will not resurface soon.
Security values are more likely to be driven by the
organic operational successes of businesses rather than
help from the federal government, speculators, or
leverage. That will likely result in lower market returns
than in the recent past.

Sources: Capital Market Consultants, Bloomberg, Department of
Labor, Department of Commerce, Morningstar, CNN, World Bank,
International Monetary Fund, JP Morgan, Blackstone, National
Association of Realtors.

INVESTMENTS / PLANNING / IMPACT

COLORADO CAPITAL MANAGEMENT provides investment management and financial planning to
high-net-worth individuals and their families. As fee-only advisors, we place your interests first as we
develop prudent and thoughtful financial strategies designed to both limit risk and meet specific
long-term goals. We also offer sophisticated impact investing strategies for investors wishing to combine
financial returns with positive social and environmental impact.

Ri A Certified
STANDS FOR YOU.

Colorado Capital Management is a Certified B Corporation (an independent certification for corporate
social responsibility) and a Registered Investment Advisor (meaning we are registered with the SEC and
have a fiduciary duty to always act in the best interest of our clients).
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