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Where is all the Cash Going?

Cash has understandably been finding its way to money market funds over the past year as they began
to offer more attractive yields. However, as we see below, assets in money markets has spiked in recent
weeks. This has likely been due to general market fears and more recently the bank crisis.
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What we find interesting is that the spike in money market assets peaked in 2009 and 2020, which turned
out to be the low point for stocks. It is not uncommon when the point of most pessimism and flight to
safety turns out to be one of opportunity. Of course, we will only know in hindsight at what level money
market assets peak in this cycle. They could still go higher from here, just as stocks could go lower.
However, current sentiment is negative enough that any positive surprise could catch some off guard.




The Shift from Mutual Funds to ETFs Continues

Since the pandemic stock market lows of March 2020, $3.4T has shifted from mutual funds to ETFs. Of
course, this trend was not new, but some of the reasons for the shift have changed.

Originally, ETFs were mostly passive strategies as many investors were shifting assets to track an index.
However, in recent years, ETFs have become available in a variety of asset classes and many more of
them being actively managed. In fact, since the March 2020 lows, actively managed ETFs have
increased by more than 200%.

Additionally, more actively managed fixed income ETFs have become available. Since the Fed's rate hike
cycle started a year ago, $651B has shifted from fixed income mutual funds to ETFs. Likely, a
sizable portion of that went into active ETFs.
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Tax efficiency and ease of trading also tend to be advantages of ETFs over mutual funds. That does not
mean there is still not room for the occasional mutual fund in a portfolio. There continue to be plenty of
quality mutual funds that have yet to make the transition to ETFs, but many more will make that shift in
the years ahead.
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The Potential Signals from a Steepening Yield Curve

Since the recent bank failures, interest rates have seen a dramatic decline. The majority of the decline
has been in the shorter end of the curve. At first, this might seem like a positive event as we heard over
and over last year about the dangers of an inverted yield curve. However, a steepening curve (see chart
below), often portends a recession.
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We have reiterated many times that the economy is currently strong, and any potential recession would
be further out. However, we are now more alert to any declines in economic activity related to the bank
failures. It could be small business owners and even larger company CEQ's that see this as a reason to
tighten spending further, resulting in a slow down. Ultimately, the U.S. consumer drives much of the
economy with spending. Therefore, the jobs data could be the signal to monitor if the economic strength
is slowing.
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Why Real Estate will Continue to be a Grind

Much is working in the favor of residential real estate. The large millennial population is of the age where
their families are growing and they want larger homes. Not far behind is Generation Z. Combine these
populations with a very strong job market and it would seem the housing market should still be very
active. However, offsetting this is the fact that 99% of existing mortgages are below the current
mortgage rate.
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With so many holding mortgages below 4%, it seems that this demographic would need a real push to
sell and move to a new home. Additionally, homebuilders that continue to be disciplined on new home
builds could keep inventory lower for longer. A side note that could play into this - the fact that the
quantity of apartments in the pipeline is fairly large.

Interest rates will continue to have a large impact on the housing market and will likely keep many people
in place, unless rates decline.
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February 2023
Better than Expected

So far this year, the major economic zones of the U.S., Japan and Europe economic data has been
coming in much better than expected. Just a few months ago, nearly all economists thought the U.S. and
especially Europe would be in recession by now.
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At times, strong economies are not always a good thing. The Fed is clearly concerned that growth and
the job markets are too strong to allow inflation to come down to their desired levels. They will likely keep
pushing rates higher and/or leave them higher for longer. Will this eventually cause the recession that
many have predicted? That is a possibility. Has the stock market already factored that in with last years
sell off? That is a significant unknown and will be a very important over the next year with respect to
bringing down inflation.
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Goods Versus Services Inflation

Drilling down a couple layers into the Consumer Price Index isn't most people's idea of fun, but inflation
and its various details remain a hot topic. The blue line below is a representation of goods. These
physical products have seen a sharp drop in inflation to bring the rate back nearly in line with the norms
from recent decades. However, the orange line of services continues to be very elevated.

B US CPI Urban Consumers Commodities Less Food & Energy YoY NSA 1.4
M US CPI Urban Consumers Services Less Energy Services YoY NSA 7.2

For anyone that has gone to a restaurant, booked a hotel, or flown in recent months the services inflation
might not be a surprise. However, those factors are much smaller than the shelter component which is
dramatically pushing the orange line higher. As we have mentioned several times, the way CPI factors in
shelter is very slow to recognize the downshift in rents.

Inflation, as a whole, is moderating with more decline likely. However, the rate of decline has slowed with
the job market while the broader economy remains strong. This is likely to cause the Fed to raise rates
further and/or keep rates elevated for a longer period.
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An Important Slowing of Wages

Inflation has cooled enough for the Fed to slow rate increases. However, with the continued health of the
job market and strong wage increases, the Fed has kept their tone hawkish with concerns inflation

could rebound.

We recently received the latest wage data that the Fed monitors closely. While wages are still climbing,
they are doing so at a much slower rate as shown in the blue line below. More importantly, this can also

indicate Core-CPI (the black line) will fall further soon.

— ECI private wage ex-incentive pay, q/q% annualized. PM estimate (Left)

— Pantheon core-core* CPI, q/q% annualized (Right)
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The Fed will be making another rate decision soon and more importantly offering guidance. Inflation and
job data will inevitably have moves in both directions, but for the time being it seems to be indicating that

the Fed can soon pause rate increases.
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January 2023
A Problem for the Fed

All of us have been closely watching the inflation data and we know that it is instrumental in what action
the Federal Reserve will take with respect to interest rates. What is less discussed, is how closely the Fed
is watching the jobs market. While softening some, it remains exceptionally strong which is concerning to
the Fed. They know that that the American consumer with a job will spend and therefore make inflation
stickier.

That brings us to the below chart. The dashed line represents the percentage of the population expected
to be retired based on age alone. This began to climb about a decade ago, as the large Baby Boomer
population started to hit retirement age. The solid line indicates the actual percentage of the population
that retired. Notice how it began to deviate from the expected at the beginning of Covid in 2020. In other
words, a much larger than expected percentage of people have retired.
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There are also a number of other factors of why the available workforce has declined. All of them,
combined with the unusually high percentage that have retired, could make the Fed's job more difficult.
As odd as it seems, they want and may need to punish the job market to get to their desired inflation
level.
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The State of Housing

The residential housing market tends to be a favorite conversation. It also happens to be a large driver of
the economy. The housing market boomed during the first couple years of the pandemic but came to a
screeching stop last year when the period of ultra-low mortgage rates came to a halt. This understandably
caused many to think back to the housing collapse that caused the Great Financial Crisis. While we don’t
think house prices are set to accelerate higher soon, we also do not believe a collapse is coming.

If we look at homeowner vacancy rates, we can see that they are now near all-time lows. During the last
housing bubble, they moved to double the normal rate.
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Next, let’s look at existing home inventory for sale. Not only is inventory near lows, but it is substantially
lower than during the prior housing bubble.

US Existing Home Inventory (1:USEHI)

0.00

2000 2005 2010 2015 2020

[QPARALLEL
L Jan 242023, 11:38AM EST. Poweredty Y CHARTS

9|Page Bison Wealth - Charlotte
532 Governor Morrison St. Ste. 200
Charlotte, NC 28211




Lastly, we thought that the view of how various countries are positioned was rather interesting. Those
with adjustable-rate mortgages could find their monthly payment moving notably higher with the rise in
rates. However, we see the U.S. positioned in the bottom left corner indicating a low level of adjustable-
rate loans and a very low consumer debt level as a percent of their income.

Widespread Use Of Variable Mortgage Rates And High Debt Burdens Make Some Housing Markets
More Vulnerable To Rising Rates
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There is little question that the housing market got ahead of itself during the pandemic, for a variety of
reasons. Now, like so many other aspects of financial markets, the housing market is normalizing. This
process will take time as buyers and sellers find a new middle ground to meet. However, most
importantly, the current housing market cycle does not appear to be in a high-risk position of collapse like
that of 15 years ago.

Past performance is no guarantee of future results.

The above summary has been obtained from sources we believe to be reliable, but we cannot guarantee its accuracy or completeness. Past performance is no guarantee of future results. The
article and opinions in this publication are for general information only and are not intended to provide specific advice or reco ions for any individual. We suggest that you consult your
accountant, tax, or legal advisor with regard to your individual situation.
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The opinions in the preceding commentary are as of the date of publication and are subject to change. Information has been obtained from a third-party sources we consider reliable, but we do
not guarantee the facts cited are accurate or complete. This material is not intended to be relied upon as a forecast or investment advice regarding a particular investment or the markets in
general, nor is it intended to predict or depict performance of any investment. We may execute transactions in securities that may not be consistent with the report’s conclusions. Investors
should consult their financial advisor on the strategy best for them. Past performance is no guarantee of future results.

Investment Advisory services are provided through Bison Wealth, LLC located at 3550 Lenox Rd NE Suite 2550 Atlanta, GA 30326. Securities are offered through Metric Financial, Inc located at
725 Ponce de Leon Ave. NE Atlanta, GA 30306, member FINRA and SIPC. Bison Wealth is not affiliated with Metric Financial, Inc., More information about the firm and its fees can be found in its
Form ADV Part 2, which is available upon request by calling 404-841-2224. Bison Wealth is an independent investment adviser registered under the Investment Advisers Act of 1940, as
amended. Registration does not imply a certain level of skill or training.
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