The Outlook: August 13, 2024

Starting a good scare vs. keeping it going . . . one more time.

The market’s betting crowd knows a few things. It knows, most especially, that fear is by far the strongest
and most contagious emotion in the world. So the most-used tool in the betting crowd’s kit is “Starting a
good scare.” It uses this tool all the time, throughout every single year, and it’s good at it. But it’s not so
good at “Keeping the scare going,” because that’s much harder than starting it.

Starting a good scare doesn’t require facts or real-world truth. Keeping it going does require those
things. Let’s glance at a picture.

VIX vs. recessions. "The VIX has called 13 of the last 4 recessions.”

FRED -~ CBOE Volatility (VIX) Index
0 1990 - Present

50 Sep
2011
» 2002 Jun
2010 2022

4 .

2 Nov Mar 2018 0
Avg:\ SR 1991 A9%4 .. VAR A WAL N U T T L R | P— LAY LA™
19.5 g

1997 - 1999

Red Dates Signify An Above-Average VIX Without An Ensuing Recession

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
o Pl P PO " J S

Source: Chicago Board Options Exchange fred.stlouisfed.org

Shaded areas indicate U.S, recessions.

The “Vix” is kind of like the measurement of “a good scare.” We needn’t get deeper than that. This very
nice little picture (courtesy of the St. Louis Fed of all people) shows us how often the betting crowd gets
a pretty good scare going . . . but can’t keep it going, because the real-world facts aren’t behind it. That’s
all the dates in red.

So we come right down to today. There’s the Vix in that green circle, spiking up high—so the crowd’s
hearts are racing and its eyes are bugging out—but no Recession . .. yet. Of course plenty of headlines
and experts are shouting through megaphones at us to just wait a bit, it's on the way and we’ll all be
sorry. Could be. In our business nobody should be cocksure about anything, in the short run, whether
we’re in the “Recession Yes!” crowd or the “Recession No!” crowd. But there is a pretty high mountain
of facts about today’s real world that’s making it hard to “Keep the scare going.” A whole bunch of them
are about financial strength. Let’s look at just one slice of them, from the firm TS Lombard.

Corporate strength. "US business fixed investment is accelerating and the
corporate sector is running a financial surplus to the tune of 2.6% of GDP
- both of which are unheard of ahead of a recession."



Business fixed investment is accelerating Corporate balance sheets look healthy
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All those red arrows on the right are that particular measure of business financial strength before each of
the last eight recessions. The green circle is today. Makes it pretty clear, doesn’tit? Main Street Business
is much, much stronger than it’s been for almost the whole of the last 60 years.

That’s a fact, all right; and it’s as real-world as they come. It’s also the kind of fact which endures far
beyond every kind of scare: the “Here today, gone tomorrow!” kind; and the “Ouch, it’s hanging around
for a while!” kind. Outlook is holding great companies, as usual, and buying more shares when we can.
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The remarks above aren’t a general recommendation to buy or sell particular securities. Such decisions
should only be made in the context of an investor’s own circumstances. Stocks and bonds carry the risk

of loss.



