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QUARTERLY REFLECTIONS
Midyear Update
What a ride the markets have taken us on so far in 2022. This rollercoaster of ups
and downs can bring stress and anxiety to the forefront for even the best investors.
If you had read our notes in the past, then you will know I always try to find the
positive in any situation and this is no different. It’s not always easy nor am I trying
to say I don’t stress about the things that are going on around us. What I am
choosing to do is focus on the things that I can control. The thoughts, the mentality,
and the actions that are going to help me and our team achieve the goals we have
set for our firm so we can do our very best for our clients and partners each and
every day.
As you may have noticed our CIO, Andrew Smith, has begun writing his Coffee with
Andrew notes again. If you have missed them, I would highly recommend going to
our website, www.delosca.com/insights, and reading some of his most recent
thoughts. These notes are meant to give you just a little taste of the things we do
daily to find opportunities and bring value to portfolios we manage.
We are committed to growing our live Q &A and market update video series. Our last
live webcast was in March and we are actively planning our next call for early
August. Please be watching for our calendar invite and request for questions.
Andrew and I want to speak on topics that you want to hear not just our ideas and
thoughts. No question is bad question!
Last, but certainly not least, please reach out to your advisor if you have any
questions regarding your financial plan or want to begin the process of putting that
plan in place for you and your family. Taking the time to build your financial
foundation is critical in identifying and achieving goals for today and in the future.
As you will see in this note, Thomas Keeling does an excellent job of thoughtfully
working through ideas and scenarios to help Empower our clients to their version of
financial success.
As always, I want to conclude by thanking our clients, partners, and families for the
continued trust and support you give to us each and every day. If there is anything
our team can be doing to help you, please do not hesitate to reach out to us.
Sincerely,
Cody Lummus
Chief Executive Officer, Founding Partner
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WEALTH MANAGEMENT
Disaster Planning
With a potential recession lurking ominously in the shadows or possibly even
engulfing us in its portentous veil as we speak, fears of waning personal financial
solvency have moved to the forefront of the minds of many people. What started
as a frenzy of fearless fanatics fiercely advocating to “buy the dip” has turned to a
hysteria of hopeless heretics haphazardly fleeing the tumultuous volatility of those
same markets in which all faith has now been lost. For most of the last decade we
have enjoyed exceptional rising tides that have substantially lifted all boats
regardless of whether all of them were deserving of that lift. Now we have finally
started to take heed of the capitulation being experienced by many of those boats
of which they truly are deserving and the accompanying looming disaster all other
boats may have to face due to the follies of our arrogance. And the glaring and
burdensome concern reflecting the true gravitas of the situation is whether the
financial position we have left ourselves in will allow us to endure this callous
calamity. While no one is able to predict the exact outcome of any situation like
this, understanding how the various aspects of your current financial condition
influence one another and how the wide variety of possible financially adverse
scenarios could negatively impact your overall financial well-being will allow us to
arrive at an appropriate risk profile and its associated asset allocation. This
process we refer to as our Cash Needs Analysis will provide us with the information
needed to put ourselves in the best possible position to face adverse financial
times such as these with confidence.
The confidence we receive from our Cash Needs Analysis is rooted in the true
understanding of our cash flows. We begin by understanding where our money is
coming in from and where it is going out to. We analyze expenses and liabilities
and pair down any discretionary or aspiration spending to arrive at our core living
expenses. Arriving at an honest and objective core living expense level allows us to
subsequently arrive at our base insulation value. Our baseline starting point for
near to mid term financial security and allocation to our Risk Control Model is the
insulation of 18 to 24 months of core living expenses depending on your individual
circumstances. For instance, someone closer to or even in retirement may have a
base insulation value of 24 to 36 month of core living expenses. From this baseline
starting point we will then begin to factor in other one time or ongoing short term
mandatory expenses as well as liability servicing payments. These factors may
reflect unavoidable expenses or liabilities that have already been assumed or they
may reflect aspirational expenses or liabilities that can be eliminated in the event
of an adverse financial event. We will also want to consider the amount and level
of confidence of any sources of income.
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Disaster Planning
High amounts of income and more importantly high levels of confidence in the
certainty of receiving that income in any given scenario may allow for a lower
insulation value. At this point, with a mutual understanding of what is most
important to insulate, we can begin to factor in aspirational goals and the
prioritization of those goals to further develop the appropriate insulation value.
Clearly defining and prioritizing goals provides us with the groundwork to model
out the affect of various scenarios on those goals and the ultimate effect on the
primary overarching goal which is reaching end of plan. As life events occur and
we see real life deviations from our modeled projections, we also see divergencies
from each iteration of any given plan. Having insight and understanding of how
these divergencies affect goals may help to prioritize or even eliminate some of
them and in fortuitous situations we may even find the opportunity to add new
goals. From an institutional standpoint, the intimate knowledge and understanding
of your liquidity stack is essential to success. When faced with undesirable
economic and financial situations, viability and sustainability can be boiled down
to the Quick Ratio. This ration of current liquid assets to current liabilities
represents a company’s liquidity and their ability to service its current liabilities
without having to sell assets at potentially greatly depreciated values. This can be
applied to individual wealth management as well. Having to sell investments at
greatly depreciated values in order to fund base living expenses or other goals can
be extremely detrimental to a financial plan. The Cash Needs Analysis allows us to
take into consideration all aspects of our financial situations to build the
appropriate risk profile and asset allocation that will best positions us to avoid
these detrimental outcomes.
While no position during times like may be terribly fun, having the confidence and
security of knowing you have placed yourself in the absolutely best possible
position to stay safely afloat can provide you with ever important peace of mind
and may allow you to take advantage of opportunities that might not have been
available otherwise. If you have not yet completed a Cash Needs Analysis or you
have not recently reviewed and updated your Cash Needs Analysis, I strongly
encourage you to reach out and do so. It may not be possible to go back in time
and start planning earlier, but the next best option that is available is to begin right
now. Whether the tides are rising and your boat is being lifted or tides are falling
and boats are beginning to crash onto rocks, having a plan for what may be
coming up on the horizon is always a great idea.
Best,
Thomas Keeling
Sr. Associate, Financial Planning
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INVESTMENT STRATEGY
Mid-Year Review & Outlook
The first half of 2022 is in the books, and it will not be a chapter we will look upon
with fond memories. While a confluence of events all share a portion of the blame
for this years dismal financial asset performance, we believe the ultimate culprit
was the lackluster response in curbing the inflationary pressures budding
throughout the economic system. With developed economy’s Central Banks, (the
U.S. Federal Reserve amongst them) failing to recognize inflation as a relentless
economic issue, the financial market’s vigilantes responded via surging market
rates which pushed down valuations across the risk asset spectrum. To make
matters more complex, this repricing came at a time where economic growth was
already well underway of losing momentum, something we presaged in detail in
our Q2-2021 Quarterly Reflection: Investment Strategy titled Sneak Peak. With
market rates forcing the Federal Reserve to reverse their misguided dovish
approach, financial conditions rapidly tightened which resulted in one of the worst
year-to-date asset class performance periods since the 1970’s. The chart below
shows how every asset class except commodities had a negative performance
through June.
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Mid-Year Review & Outlook
Now six months (almost eight at the time of this writing) into what seems like an
everlasting bear market, we ask the question of what comes next in this market
cycle. Our DCA Investment Thesis is rooted in the belief that financial markets are
acutely sensitive to changes in economic conditions. We believe by mapping the
profit cycle by measuring the momentum in cost of goods (inflation) and cost of
money (interest rates), we can get a sense of where we’ve been and where we’re
going.
We start with the aftermath of the COVID 19 economic crisis that began in 2020
which saw record liquidity injections and a structural shift in labor markets that
ignited a reflationary environment. The backdrop of easy money and low labor
supply propelled the reflationary regime into a classical inflationary condition that
ebbed its way through the various channels of our economic machine. As we
entered 2022, the financial markets swiftly alerted the inflation naysayers with
rapid tightening amongst commodities, currencies, and interest rates. The chart
below shows the record tightening in consumer and corporate costs that have
occurred over the last 7-8 months which in turn is placing extraordinary pressure
on the economic outlook.
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Mid-Year Review & Outlook
As consumer and corporate borrowing costs tightened at record pace, financial
assets quickly adjusted to the new economic outlook; the S&P 500 marked its
fourth worst start in history alongside the worst start for the bond market on
available data (Aggregate Bond Index back to 1976).
This year’s price performance across the risk asset spectrum has led many to ask
whether the markets have fully priced the economic outlook. While conventional
wisdom has taught us that stock prices are forward looking, we must remember
that it only discounts as far as the leading economic data reports (components
reporting on a weekly monthly basis). Simply, the slope of interest rates (yield
curve & bond prices) and the asset prices of equities are both components WITHIN
the leading economic index (LEI) which means stocks only discount ALONGSIDE the
components of the LEI. What we have observed is that majority of this year’s
drawdown in financial assets, equities specifically, has had more to do with
valuation compression rather than a decline in profit expectations. The best way to
illustrate this is by looking at the forward multiple compression (Price to Earnings
over the next twelve months) relative to the earnings for the next twelve months.
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Mid-Year Review & Outlook
Given the extreme tightening in financial conditions as illustrated above,
our assessment is that the repricing of assets only reflects the change in
global liquidity conditions rather than a deterioration in profit expectations.
Our confidence that the economic engine is decelerating stems from the
rapid rise in inflation and interest rates following the COVID re-opening
environment. We suggested mid to late last year that peak conditions
would soon weigh on economic growth thus resulting in a slowdown. And
while the focus has been solely on the price action of equities, we believe
that leading economic barometers such as housing are flashing ample
warning signs that will drive profit expectations lower.
As readers of our work know, we have been highly vocal on the housing
industry as we believe it is one of the best barometers for economic growth
given its vast multiplier effect across economic channels. And although
many focus on housing as an indicator, many solely rely on house price
statistics to gauge economic growth. Based on the research from Ed
Leamer (UCLA), we have come to learn that focusing on the volume of
housing rather than price deviations does a tremendous job explaining
economic growth. To illustrate, the rolling 3-year peak volume of homes
sold to the latest report. You will see the collapse in new homes sold, from
a volume perspective, are at previous recessionary levels.
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Mid-Year Review & Outlook
In addition to the warning signs stemming from housing, we have seen cyclical
components of the economy begin to put extraordinary pressure on profit cycle
growth as corporate borrowing costs have increased almost two standard
deviations, labor costs at multi-decade highs; producer input costs at almost alltime highs; and US currency appreciation hindering multi-nationals. All of this
combined has led to elevated inventory levels and a deteriorating outlook for the
business conditions. The chart below is our DCA Stress Index which illustrates the
lagged effects of several cyclical cost factors that will CONTINUE to weigh down
profit growth.

When looking at historical business cycle trajectories, we believe that we are
experiencing the latter phase of the middle innings. Business cycle slowdowns
historically contain these attributes in sequential order; slowing of the housing
sector (confirmed); slowing of business expectations (confirmed); slowing of
profits (beginning); and then slowing of employment (beginning).
As we are in the midst of the second quarter earnings season, we have begun to
see a portion of phase three of the cycle unfold: negative earnings revisions. As
this quarter’s earnings season has progressed, we have seen companies barely
“beat” EPS expectations which is prompting analyst to cut their assessments lower
to reflect the conditions of the company. As of the last week of July, earnings
revisions are down to 20%.
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Mid-Year Review & Outlook
With companies reporting less than impressive earnings and forward guidance,
they have also begun to announce job cuts and hiring freezes as they combat the
effects of tighter margins stemming from higher borrowing costs and inflation. One
of the most interesting data points that is rarely discussed is the 50% rise in initial
jobless claims since the March 2022 lows. Again, relying on our housing data, we
assess that we are narrowing in on the phase of the business cycle where claims
will rise substantially thus paving way for the next leg of volatility.

As we look towards the next quarter, and the remainder of the year, we believe we
will continue to see profit expectations revised materially lower which will be
quickly followed by a rapid rise in unemployment claims. The next volatility event
will be ushered by the fact that measures of economic growth are quickly
deteriorating, and the Federal Reserve will not pivot to a dovish stance as quick as
the market is expecting.
Focusing on the GDP perspective as it is recently the topic-du-jour, we can see
that the leading components are NOT YET in recession territory but are dangerously
close to economic contraction. While it is hard to gauge the precise
commencement of the recession, we believe it will occur earlier than the market
expects. We base this assessment on reviewing the NBERs four primary indicators
to determine a recession. As of now, each of the four components still maintains
positive growth rates albeit decelerating rapidly and marginally above negative
territory.
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Mid-Year Review & Outlook
Lastly, the recent market response (end of June to most of July) has seen an
impressive rally off the lows with many anticipating the Federal Reserve to become
more dovish in the wake of slowing economic growth. We do not believe this to be
the case as Core PCE (Fed’s inflation gauge) has reported at 40-year highs. While
inflation will moderate from peak levels, it will still report well above the Fed’s 2%
average target zone. Additionally, the Fed’s mandate forces them to look at
unemployment data which in of itself is a lagging indicator. Therefore, the Fed will
not pivot until economic growth has slowed enough to cool inflation in a
meaningful way. The playbook of the Fed post Financial Crisis was to ease at the
sign of every economic slowdown but with inflation clipping at 40-year highs, the
game has changed.
We are unquestionably in a very difficult phase of the market as this recent bear
market rally has begun to make many market participants dismiss the realities of
the economic slowdown. We know bear market rallies are a normal occurrence at
these phases of the business cycle. Our aim is to maintain our defensive posture
with explicit overweighs in cash equivalents to combat the financial asset volatility.
We are monitoring the data closely and will continue to increase cash and
defensive positioning to weather the storm.
As always, thank you for your friendship, support, and trust. Please stay safe during
these challenging times, and do not hesitate to reach out with any questions.
Sincerely,
Andrew H. Smith
Chief Investment Strategist, Founding Partner
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DISCLOSURE
This publication is for your information only and is not intended as an offer, or a
solicitation of an offer, to buy or sell any investment or other specific product.
The analysis contained herein does not constitute a personal recommendation or
consider the particular investment objectives, investment strategies, financial
situation, and needs of any specific recipient. It is based on numerous
assumptions. Different assumptions could result in materially different results. All
information and opinions expressed in this document were obtained from sources
believed to be reliable and in good faith, but no representation or warranty, express
or implied, is made as to its accuracy or completeness (other than disclosures
relating to Delos Capital Advisors). All information and opinions and any forecasts,
estimates, and market prices indicated are current as of the date of this report and
are subject to change without notice. In no circumstances may this document or
any of the information (including any forecast, value, index, or other calculated
amounts ("Values") be used for any of the following purposes (i) valuation or
accounting purposes; (ii) to determine the amounts due or payable, the price or
the value of any financial instrument or financial contract; or (iii) to measure the
performance of any financial instrument including, without limitation, for the
purpose of tracking the return or performance of any Value or of defining the asset
allocation of portfolio or computing performance fees. By receiving this document
and the information, you will be deemed to represent and warrant to Delos Capital
Advisors that you will not use this document or otherwise rely on any of the
information for any of the above purposes. This material may not be reproduced or
copies circulated without prior authorization of Delos Capital Advisors.
Unless otherwise agreed in writing, Delos Capital Advisors expressly prohibits the
distribution and transfer of this material to third parties for any reason.
Delos Capital Advisors accepts no liability whatsoever for any claims or lawsuits
from any third parties arising from the use or distribution of this material.

© 2021 Delos Capital Advisors. 5950 Sherry Lane, Suite 225, Dallas, TX 75225 U.S.A. www.delosca.com

