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Weekly Economic Recap -

Existing home sales declined in May to the
lowest level since June 2020 as a lack of supply
and higher interest rates hampered demand.
The decline did help the months’ supply of
homes rise for the fourth consecutive month,
but it remains near historic lows. The median
price of an existing home rose to a fresh new
record high (5414,200).

Initial jobless claims fell narrowly last week but
came in slightly above consensus expectations
(229k vs. 226k). Continuing claims increased
slightly from last week but still came in better
than expected.

The first reading on the S&P Global U.S.
Manufacturing Index showed the steepest
monthly drop since the pandemic in June. The
new orders component dropped into
contraction territory (a reading below 50) and
to the lowest level since May 2020. The
backlog of orders also fell into contraction
territory which is a positive sign for the supply
chain. That measure fell to the lowest level
since June 2020.

The final reading of the University of Michigan
Consumer Sentiment survey showed
confidence fell more than expected for June
and to a record low. However, both inflation
expectations (short term = 1 year and long
term = 5-10 year) also fell.

New home sales increased more than
expected in May despite soaring home prices
and the 30-year fixed mortgage rate near 6%.
Densely populated areas (i.e., West and South)
saw the most growth, but sales did slip in the
Midwest and Northeast.
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Key Takeaways:

Existing home sales slip but new home sales rise.
Consumer confidence hits fresh record low.
Manufacturing data shows supply chain optimism.
U.S. performance leads global equities higher.
Bonds rally as economic growth fears emerge.
Commodities sell off deepens.

Weekly Market Recap —

Equities: The MSCI AC World Index posted a gain for the first time in four
weeks led by a strong rally in U.S. equities. All major U.S. indices were
higher for the week, but it was led by the tech-heavy Nasdaq and large cap
growth sectors. Small and midcap growth also saw a sharp rebound. The
Russell 2500 Growth Index outperformed the Russell 2500 Value Index by
more than 400 bps for the week. Within the S&P 500, the S&P 500 energy
sector was the only sector to decline for the week.

Fixed Income: The Bloomberg Barclays Aggregate Index rallied for the first
time in four weeks as economic growth fears overshadowed the expected
aggressive tightening cycle. Municipals posted their best gain since March
while high yield outperformed investment grade credit.

Commodities/FX: The Bloomberg Commodity Index fell for the second
consecutive week, officially crossing into correction territory (a loss of
10%+ from its most recent peak). Grains led the weakeness on better crop
production in the U.S. and other major exporters.

Consumer Confidence Falls to Record Low
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Commodities in contraction territory.
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Grains prices deeply in bear market and may ease food pricing pressures.

Energy prices see temporary reprieve.

Highly cyclical (e.g., metals, lumber) commodities dropping.

Too early to say commodities have peaked; headwinds remain.

A Positive Take on an Unnoticed Bear Market

While investors have been focused on
the equity bear market, there is another
bear market occurring that may not be
gaining attention. The Bloomberg
Commodity Index is in contraction
territory (-10%+ from recent peak) and
has not officially entered a bear market
(down 20%+) but there are many
commodities in a bear market. This
should be a bear market we celebrate!
Especially since we have also seen a
decline in inflation expectations. The
inflation breakeven rate on five-year
Treasury Inflation Protected Securities
has fallen sharply (down 90 bps to
2.84%). In this weekly we will highlight
the commodities that are falling and
what it means for the economy.

e A bear market in select grains may
help food prices: The Bloomberg
Grains Index is in contraction
territory (-16% from its May 2022
high). However, wheat (-36%) is
deeply in a bear market as optimism
about the outlook for wheat crop in
the U.S. improved, fund selling has
kicked in and global recession fears
are rising. Soybean oil, the most used
oil in the U.S,, is down 25%. Corn
(-9%) and soybeans (-10%) are also
down as the crop outlook improves
outside the U.S. as well.
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e Energy prices drop, at least
temporarily. The Bloomberg Energy
Index is almost in a bear market but
select energy commodities are in a
bear market. Natural gas, whose
price is affected by mild
temperatures and lower demand, is
down 34% since the June peak. Crude
oil has slipped on global growth
concerns. While still painfully high,
gasoline prices have modestly
retreated (-$0.12).

e Metals in a bear market on slower
global growth. The Bloomberg
Industrial Metals Index is firmly in a
bear market (-34%). Metals are highly
cyclical and are declining on
recession fears. Copper, which is
used in wiring, telecom cables and
electronics is down 24% from its
March peak. Aluminum is down 36%
and iron ore is down 17%.

e Other noteworthy declines in
commodities. Aside from the most
widely followed commodities, there
are other commodities that have
been disrupted by the supply chain
and pandemic related ramifications
that are dropping sharply. Lumber
prices are down ~60%, good news for
homebuilders. In addition, freight
costs, as measured by the Freightos

Global Index (the cost to ship a 40-
foot container of freight) are down
36% from the September 2021 peak.

The Bottom Line:

While many commodities have fallen
sharply, we acknowledge that the
absolute cost is still extraordinarily high
and will likely weigh on consumer
confidence and spending power. In
addition, commodity prices are volatile
and highly reliant on supply dynamics
which for some commodities remain a
concern. Recently, Russia attacked a
Ukraine agriculture hub (and we have
not seen the full impact yet), the Nord
Stream pipeline (takes natural gas from
Russia to Europe) is shutting down
temporarily next month for
maintenance and OPEC+ is set to
announce their August production this
week. What is positive about the recent
drop is that it shows speculation can
quickly evaporate from the commodity
markets and drive prices sharply lower.
In addition, the Fed’s plans for
aggressive rate hikes are fueling a fear
of a slowdown in growth. If economic
growth continues to weaken that
should also help to limit the upside
across those highly cyclical
commodities.
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Global Equities Rebound Sharply
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This material was prepared by Verdence Capital Advisors, LLC (“VCA”). VCA believes the information and data in this document were obtained from
sources considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party
sourced information and data. Any projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur.
These projections, market outlooks or estimates are subject to change without notice. This material is being provided for informational purposes only and
is not intended to provide, and should not be relied upon for, investment, accounting, legal, or tax advice. Past performance is not a guarantee of future
results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific
investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You
should not assume that any discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment
advice from VCA. Alternative investments are designed only for sophisticated investors who are able to bear the risk of the loss of their entire investment.
Investing in alternative investments should be viewed as illiquid and generally not readily marketable or transferable. Investors should be prepared to bear
the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors, including changing market conditions
and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot invest
directly in an index. Index returns do not include fees or expenses.
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