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HOUSEHOLD FINANCES IN GOOD SHAPE

The Federal Reserve keeps track of household debt service
payments as a percentage of disposable personal income.
This metric (the lower the better) is now at 9.3%. The
average debt-service payment level since 1980 has been
11%. The high-water mark was established during the
Great Recession (4Q07 to be exact) at 13.2%. We doubt
that households will be eager take on much more debt in
the coming quarters, as inflation is high and interest rates
have risen, increasing the cost of debt to households while
unemployment is still low. We do think the sound condition
of household finances is an important indicator signaling
that the consumer sector of the economy should continue
to expand through 2022.

ECONOMIC TRENDS UNEVEN,
BUT CORE FACTORS SOLID

There were several pockets of economic strength in the first
quarter, including personal consumption expenditures (PCE)
on services, as well as capital investments into equipment
and investments in intellectual property products. These are
core elements of the U.S. economy. But a few segments of
the economy struggled in 1Q. PCE-nondurable goods were
down due to reduced consumption of gasoline and other
energy products. Export goods were negative due to the
Russian invasion of Ukraine as well as COVID shutdowns
in China. Government spending was also lower as the U.S.
has largely moved past fiscal stimulus programs. Finally,
spending on imports (which counts against GDP growth)
surged for the second quarter in a row.
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(SERVICE PAYMENTS AS % OF DISPOSABLE PERSONAL INCOME)

14
13 /L

N
12 AV\. /

11 //

10 NAN=

'80 '84 '88 '92 '96 '00 '04 '08 12 '16 '20

CONTRIBUTIONS TO 4Q GDP GROWTH
(% CHANGE, ANNUAL BASIS)

Imports
Overall
Inventory
Exports

Cons NonDur Gds
Govt Def
State & Local
Govt NonD
Cons Dur G
Housing

Cap InvIP
Cap Inv Equip
Cons Svcs

Source: U.S. BEA

-3 -2 -1 0 1 2 3

info@longogroup.net | www.longogroup.net

Registered Representative of Sanctuary Securities Inc. and Investment Advisor Representative of Sanctuary Advisors, LLC.
Securities offered through Sanctuary Securities, Inc. Member FINRA, SIPC. Advisory services offered through Sanctuary Advisors,
LLC., a SEC Registered Investment Advisor. The Longo Group is a DBA of Sanctuary Securities, Inc. and Sanctuary Advisors, LLC.



ECONOMIC HIGHLIGHTS (coninue)

FINAL 1Q GDP READING: NEGATIVE 1.6% GDP GROWTH DRIVERS (%)
The U.S. Department of Commerce announced that its “third” 30
estimate for 1Q22 GDP was a decline of 1.6%. Despite the

negative number, we are not convinced that this data point 82021 =3Q21 04Q21 01Q22
indicates that the U.S. is headed for a near-term recession. -
There were just too many signs of core strength in the re- 20 -
sults, including a 5.9% increase in personal consumption
expenditures (PCE) on durable goods, a 3.0% increase in
PCE services, a 14% increase in investment in equipment,
and an 11% increase in investment in intellectual property
products. To be sure, high gas prices are weighing on the
economy, as is the war in Ukraine. Government spending

declined 3% and imports rose 19%. Neither of those latter 0 -

trends seems sustainable. We anticipate a modest rebound U J m_p

in overall GDP in 2022. As for 2023, we will need to see

how high short-term interest rates go — and how fast they
rise — over the remainder of the year. -10 b
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WHAT TO EXPECT IN A RECESSION RECORDS OF RECENT RECESSIONS

We have studied the six recessions in the U.S. since 1980.
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the recent pandemic-induced decline. Averaging the results i 2w 80 63 78 15 120 124 w0
of those first five, we find that recessions typically last 3-4
quarters, and that the average peak-to-trough decline in output
18 5.6%. Unemployment typically rises 250 basis points, which s0802001 s w ss sz e 18 o7 o -
would lift the current rate back above 6.0%. Treasury yields

typically fall during recessions, as often the Fed begins to oo 2 oo s s 12 e o o
lower rates in an attempt to revive the economy. On average,
the change in the 10-year Treasury yield from start to finish
during a recession is 60 basis points. So those are averages. 1020 T ats s w7 oz 05 49
Is the current economy an “average” economy? In many
ways, it is not. Unemployment is lower than at the start of
previous recessions, so the consumer sector is in pretty good
shape. Treasury yields are lower than average as well, which
could provide some relief for households and homebuyers.
We are not yet forecasting a recession in 2023, but if one
does occur, based on the current fundamentals, we would
expect it to cause less-than-average damage to the economy.

3Q81-4Q82 5 179 6.1 72 108 36 149 139 -100

4Q07-3Q09 7 486 85 50 95 45 43 35 -80

AVERAGES 38 192 56 56 8.1 25 9.2 86 -63




FINANCIAL MARKET HIGHLIGHTS

VOLATILITY PREVAILS IN CRYPTO MARKETS

The cryptocurrency market is about $1.0 trillion. But it has
been tumbling in recent months from the $3.7 trillion mark
amid high volatility and a risk-off move in the markets.
Year-to-date, Bitcoin is down 55%, although (in theory)
consumers, investors, and traders all are attracted to Bitcoin.
For consumers, cryptocurrency can cut out the middleman
in a transaction of value. Yet we think current crypto vol-
atility is too high to consider paying for a tank of gas (or
even a Tesla) with Bitcoin. For traders, the ups and downs
of various cryptocurrencies are a major opportunity -- as
long as they are on the right side of Elon Musk’s tweets,
rapidly changing Chinese crypto regulations, or the Federal
Reserve’s policy changes. Investors wonder how far crypto
is from becoming a mainstream security. We estimate that
the global equity market capitalization is approximately $110
trillion. Gold is about $10 trillion. For crypto to make it on
the asset-allocation model for most investment managers,
it likely would need to quintuple in value to $5-$6 trillion.
Then it could account for 2%-3% of total portfolio assets
and could be used as a growth alternative. At that point, there
might be more uses for (and regulations to define) the asset
class, and more fundamentals to support valuation.

INVESTORS BEWARE, 3Q IS HERE

We have analyzed S&P 500 performance from 1980 to 2022.
The strongest quarter has been 4Q, which has generated
average gains of 4.6%. First- and second-quarter returns
have averaged 2.0% and 3.2%, respectively. But the third
quarter is barely positive, with an average return of 0.5%.
Not every 3Q is a disaster. The “win percentage” for the
quarter is 64%, which means the market delivers positive
returns in the quarter almost two-thirds of the time. Yet the
quarters that are negative really hurt: -12% in 1981, -15%
in 1990, -15% in 2000, -18% in 2001, -14% in 2008, and
-14% in 2011. Some events in these quarters were random:
the September 11 attacks in 2001; the Lehman bankruptcy in
2008; and the S&P U.S. Treasury downgrade in2011. But3Q
is also when companies have a better view on whether they
will meet their estimates for the year, and they may signal
if they are poised to fall short. What’s more, the Federal
Reserve can be active. If investors are unable to conclude
that the Fed can bring inflation under control in the current
3Q, stock prices will likely remain under pressure.

BITCOIN PRICE TRENDS (USD)

70,000

60,000

50,000

40,000

30,000

20,000

10,000

Jul't6  Jul"7  Jul'8  Jul'19  Jul'20  Jul'21 Jul '22

AVERAGE QUARTERLY
STOCK MARKET APPRECIATION
5%

4%

3%

2%

1%

0%

1st QTR 2nd QTR 3rd QTR

4.56%

4th QTR




ECONOMIC TRADING CALENDAR

Release: Retail Sales
Date: 7/15/2022
Month: June
Previous Report: -0.3%
Argus Estimate:  0.9%
Street Estimate:  0.9%

5%
o NN /\

Source: US Department of Commerce

o,

Jun-21 Dec-21 Mar-22

Sep-21
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Date: 7/15/2022
Month: June
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Release: Import Price Index
Date: 7/15/2022
Month: June

Previous Report: 0.6%
Argus Estimate:  0.4%
Street Estimate:  0.7%
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Release: Consumer Price Index
Date: 7/13/2022
Month: June
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Release: Industrial Production
Date: 7/15/2022
Month: June

Previous Report: 0.1%
Argus Estimate:  0.1%
Street Estimate:  0.0%
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Release: Capacity Utilization
Date: 7/15/2022
Month: June

Previous Report: 80.8%

Argus Estimate:  79.5%
Street Estimate:  79.2%
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Previous Week’s Releases and Next Week’s Releases on next page.



ECONOMIC TRADING CALENDAR
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Next Week's Releases

Date

Release
Housing Starts

Existing Home Sales

Leading Economic Indicators

Month
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investment advisor. Nothing in this report constitutes individual investment, legal or tax advice. Argus may issue or may have issued other reports that
are inconsistent with or may reach different conclusions than those represented in this report, and all opinions are reflective of judgments made on the
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