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The Sunlit Uplands

2024 Outlook

-Gray Howard, Senior Portfolio Manager

The new year is often a time for reflection of the past while also gaining prospective for the future. The last several
years have certainly been interesting times to say the least. However, if we zoom out and look at the big picture, it
becomes clear that what we are experiencing today has happened many times throughout history.1

The consensus on Wall Street was overwhelmingly negative coming into 2023, thinking a recession was just around
the corner. In fact, the median forecast for the S&P 500 for 2023-year-end was 4075- 17% below where it actually
closed. This is somewhat understandable given the Fed was aggressively raising interest rates. In a normal
environment this would have caused a recession, and their forecast would have come to fruition.2

However, as we’ve been stressing since the spring of 2020, this is NOT a normal environment and the only
applicable parallel is the 1940s. That was the only other time the US national debt reached over 100% of GDP,
meaning the national debt is growing faster than the overall economy. It was also the only other time the US ran
large structure deficits with full employment. Economists refer to this as fiscal dominance because when a nation’s
debt and deficits become this large, monetary policy often takes a backseat to fiscal policy as government
spending is the main tool for stimulating or restricting economic growth.3

For example, even with the Fed raising the funds rate by 5.25% and reducing their balance sheet by 2 trillion,
financial conditions are actually looser today than before the Fed started raising rates. Why? Because fiscal
spending has not only offset the liquidity the Fed has drained out of the system, but it has surpassed it. And
whether we like it or not, it’s liquidity that drives the economy and financial markets. 4

Many continue to draw parallels from 2008 or other periods in recent history but | think that is mistake. Just as it
was a mistake for investors in the 1940s to believe another 1929 style crash or great depression was on the
horizon. Leading up to 2008 it was the private sector that was massively over-leveraged and most of that debt was
restructured or transferred over to government balance sheets. Today is just the opposite, as it’s the government
balance sheets that are over-leveraged and this debt is being transferred back to the private sector in the form of
inflation and currency devaluation. This of course can drive up asset prices like stocks, real estate, and
commodities but also makes it very difficult on the younger generation and middle to low-income

individuals. Hence the rising populism and political tension.5

Given the amount of fiscal spending, we were never in the recession camp last year and continued to stress that
the market bottomed in June of 2022, had a classic retest later that October, and we’ve been in a bull market ever
since.



So where do we go in 2024?
While 2023 was a great year, | remain optimistic for five key reasons:

1. Fiscal Dominance- Since 2020 there has been a coordinated effort from the Federal Reserve and fiscal
authorities to inflate our way out of this debt crisis and | don’t see that changing soon.6 Given the share
of federal spending and tax revenue compared to the size of the economy, it would be difficult to raise
taxes or cut spending enough without slowing the economy and widening the deficit even more.6 So, in
my view the only way out of this conundrum is through inflation and economic growth. This is good for
asset classes that can adjust upward like stocks, real estate, and commaodities, and bad for cash and fixed
rate instruments. 7

2. The Fed- Even if the Fed doesn’t cut rates this year, they are unlikely to be the headwind they’ve been
over the past two years. However, if they do cuts rates and fiscal spending continues as expected, the
market will be getting hit with two sources of liquidity which could drive risk assets higher.8 Furthermore,
interest expense now makes up around 11% of the annual budget so there is motivation on the fiscal side
for lower interest rates.9

3. Artificial Intelligence - Labor productivity has been below average since 2005 and certainly a headwind
for the economy. A large component has been unskilled workers due to the advancements in technology
and the time and money it takes to train the workforce. While many believe Al will replace jobs, if used
correctly, it will completely transform the work environment and increase performance and
productivity. Inexpensive, on-the-job training is the piece that has been missing and the advancements in
machine learning should fill this void. Greater labor productivity increases economic growth while reduces
price inflation; exactly what is needed to get out of this debt crisis.10

4. Mutual Fund and ETF Flows — Seasoned portfolio manager, Andrew Slimmon, taught me to always look at
mutual fund and ETF flows to gauge investor sentiment. Sadly, retail investors typically do the wrong
thing at the wrong time- they buy at the top and sell at the low. Even with the market going up last year,
retail investors continued to pull money out of the equity markets as there is often about a one-year lag
off the market low before they start buying stocks again. So, we’ve got a ways to go before retail investors
fully embrace this bull market which means there’s more gas in the tank.12

5. Free Markets - During the great depression, many viewed the crash of 1929 as a failure of the free
market. Many countries, including the US, moved away from a free market system to a more collectivist
or socialist style economy. Obviously, some countries went farther than others, but central planning was
the popular theme. Essentially, economic decisions were made by a central authority rather than
volunteer cooperation among market participants.13 Similarly, many viewed the banking crisis of 2008 as
a failure of the free market.14 But Milton Friedman taught us that we must contrast the difference
between big business and the free market. Any good CEO will say they are for free markets, but spend
millions of dollars lobbying Washington for their own company’s special interest, only stifling competition
and the basic tenants of a free market system. 1 While this time may be different, history is very clear-
societies that have had a free enterprise system, while not perfect, have experienced a far greater
standard of living and upward mobility than those without. Of course, many will blame the wealth
inequality on big corporations while others will blame it on big government, but throughout history, it’s
the collusion of the two that do the most harm to the average individual.16 And if we look around the
world today, from Europe, to Taiwan, to South American, and to the US, people are overwhelmingly
rejecting the central planning approach for a system based on individual choice, individual rights, and
volunteer cooperation.17



Conclusion

| believe 2024 will be another good year for stocks, but not without volatility. It’s going to be important to remain
focused and remember that markets like to climb a wall of worry and there will be plenty of things to worry about,
especially on the geopolitical front. But it’s always important to look for extra context, have an open mind, and try
to see things through the lens of history. | mentioned in my 2023 outlook that we are in what Neil Howe and
William Strauss coined a Fourth Turning- a crisis period that comes around every 80 to 100 years that breaks the
existing worn-out system and gives birth to a new. The last fourth turning was the Great Depression and WWII,
before that the Civil War, the American Revolution, the Glorious Revolution, Armada Crisis, and the War of the
Roses.19 And just as with these periods, | suspect people will be studying the 2020s long after we’re gone. While
the conclusion has yet to be written and the next renaissance may take some time, if we look out over the horizon,
we might just see the sunlit uplands and realize the universe has an overall plan beyond our control.

All the best,
Gray
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