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Weak IPO Market is a Bullish Sign

2022 has been a dismal year for initial public
offerings (IPOs). And | think that’s a good
thing.

Generally speaking, the fall months are
supposed to be the busiest time in the finance
world, with a flurry of new offerings, mergers &
acquisitions, and debt raises. But this year has
been anything but. IPO volume fell to $1.6
billion in October, marking a 95% year-over-
over decline and the weakest showing since
2011. M&A performance was not much better,
with total deals plummeting 43% to $219 billion
(for September and October).?

This sizable decline in fundraising marks a
dramatic shift from 2021 when IPOs (including
SPACs) raised over $300 billion, which was
almost double the previous record set...the year
before. Private equity also saw massive capital
flows, with investors pouring $93 billion into
early-stage and ‘seed-stage’ startups.

We know now that many of these companies
didn’t do well or outright failed. In the
traditional IPO world, of the 384 companies that
went public in 2021, 255 ended the year trading
below their offer price.? In the private markets,

we saw investors sometimes pouring millions of
dollars into companies that didn’t even have a
product or a staff — just a big idea. Remember
when investors were paying millions for highly
speculative digital art, or NFTs? Also consider
the state of the cryptocurrency markets today,
when a bankruptcy headline is a daily
occurrence.

The fact that froth is being drained from the
markets is a good thing, in my view. Excess
liquidity in the markets kept moving investors
further onto the risk curve in hopes of bigger
returns, and any time that happens, there is
usually a reckoning waiting at the other end.
We’re seeing that now in the form of a capital
drain for companies with negative cash flow,
and at the riskiest end of the curve, in the form
of bankruptcies, debt defaults, and an implosion
of the crypto markets.

By some estimates, we could see some 2,000
credit-rating downgrades and hundreds of junk
bond defaults in the 2023-2024 credit cycle. The
highest that missed junk-debt payments have
ever reached is $200 billion in 2008 and 2009,
and | believe that record will be broken since so
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much new junk debt was issued in the heyday
following the pandemic.

To understand why | think debt defaults and
rising caution in the IPO markets are a good
thing, an investor simply needs to think back to
the 2000 — 2002 tech bubble and the 2008
Global Financial Crisis. Investors were
overpaying for startups in 1999 and 2000 like
they were in 2021, and the IPO market in the
second half of 2008 and the first half of 2009
was among the worst in history. Proceeds from
IPOs were less than $1 billion from July 2008 to
March 2009, a dismal figure just like we’re
seeing today. But remember what else happened
in March 2009 — a big new bull market was
entering its first year.

Bottom Line for Investors

When investors see a flood of IPOs and billions
of dollars flowing to speculative asset classes
and startups with negative cash flow, the
response unfortunately is not to run for the hills.
Instead, investors can’t help feeling the ‘fear of
missing out,” which often lures even the most
disciplined to get in on the action. Many end up
making risky bets at just the wrong time, and as
we’re seeing in the headlines today, the result
can be heavy losses in the riskiest corners of the
capital markets.

But when we start to see the opposite happen—
i.e., enthusiasm for risky companies and asset
classes dries up alongside investor capital — |
tend to view it as the market washing out
excesses, which oftentimes means that great
companies are trading at attractive prices
relative to expected future cash flows. To me,
that’s bullish.
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Weekly Market Update

Important Market News We Think Worth Considering

IN FOCUS THIS WEEK

e U.S. Housing Market Update

e Today’s Gas Prices
e China Eases Covid
Restrictions

Where is the U.S. Housing Market
Headed Next? Depends on Who You Ask

There is little doubt the U.S. housing market is
in a slump. The chart below of existing home
sales in the U.S. shows that when we zoom out,
the housing market has arguably been feeling
pressure throughout 2022

Existing Home Sales in the U.S. (Number of
Units)
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Several factors are at play, but the most glaring
has been that mortgage rates have been rising at
their fastest pace in decades. Mortgage rates
started the year hovering around 3% but more
than doubled in the months that followed, at one
point crossing 7%. The rapid shift in the
mortgage market has whipsawed both buyers
and sellers, both of whom have more incentive
to wait versus entering the market. As for where
the housing market is headed next, forecasters
are all over the map. KPMG, a consulting and
audit firm, believes U.S. housing prices could
fall by -20% in 2023. Goldman Sachs thinks

housing prices could dip -7.5% next year, but
the National Association of Realtors sees a 1.2%
increase in existing-home prices. A variety of
factors including the jobs market, interest rates,
the possibility of an economic recession, and
Fed policy decisions in the new year will impact
the housing market. The wide dispersion of
forecasts underscores how far apart industry
watchers are from assessing these factors.

What’s Behind Topsy-Turvy Natural Gas
Prices?

Is heating a home this winter going to be more
expensive, less expensive, or about the same as
last year? For homes that heat with natural gas,
the answer is unclear. That’s because 2022 has
been the most volatile year for natural gas prices
in decades, with wild fluctuations sending prices
into strong uptrends followed almost
immediately by heavy downdrafts. Prices have
also been moving counter to seasonal trends —
since Thanksgiving, U.S. natural gas futures are
down -25%, which is the opposite of what
investors would expect heading into the winter
season when demand rises. Last Monday, the
price of U.S. natural gas futures declined -11%,
which would normally raise eyebrows except
for the fact that it marked the 39" instance that
gas prices have moved more than 7% up or
down in a single day. There are a few reasons
behind natural gas price volatility. Among them,
domestic drillers have hit new output records
this year, mild winter temperatures in parts of
the country have softened demand, and a fire at
a key liquified natural gas terminal prevented a
significant amount of liquefication and export—
which meant that gas was stored here in the U.S.
and added to overall supply.®
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China Finally Eases “Zero-Covid”
Restrictions

China’s years-long “zero Covid” strategy has
led to low death and infection rates, but has also
stifled economic growth and led to rare protests
across major cities. China’s exports have fallen
for two consecutive months, with shipments
plummeting -8.7% in November. Imports also
fell by double digits in November, marketing
the weakest month since the onset of the
pandemic. The very rare show of defiance by
protestors sent a strong message, however, with
the state now scrapping rules for mass testing,
ending mandatory hospitalization for people
who test positive, and reconfiguring how
lockdowns are imposed, among other changes.
The focus is shifting to vaccinating a larger
percentage of the population, particularly the
elderly who currently have low vaccination
rates. Only about 40% of those over 80 have
received the two-shot vaccine plus a booster.
China is making concessions on Covid that
global investors have long awaited, but their
strategy pivot also comes as the winter months
approach. In our view, there is ample reason to
be cautious about how long and to what extent
this easing of restrictions lasts.*
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DISCLOSURE

Past performance is no guarantee of future results. Inherent in any investment is the
potential for loss.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks
Investment Management is an independent Registered Investment Advisory firm and acts as an investment
manager for individuals and institutions. Zacks Investment Research is a provider of earnings data and other
financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal,
accounting or tax advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the
information and advice given in this publication without seeking the services of competent and professional legal,
tax, or accounting counsel. Publication and distribution of this article is not intended to create, and the information
contained herein does not constitute, an attorney-client relationship. No recommendation or advice is being given
as to whether any investment or strategy is suitable for a particular investor. It should not be assumed that any
investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions
expressed may not reflect those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s
research, analysis, and assumptions. Due to rapidly changing market conditions and the complexity of investment
decisions, supplemental information and other sources may be required to make informed investment decisions
based on your individual investment objectives and suitability specifications. All expressions of opinions are
subject to change without notice. Clients should seek financial advice regarding the appropriateness of investing
in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared
by other parties. Zacks Investment Management does not assume any responsibility for the accuracy or
completeness of such information. Further, no third party has assumed responsibility for independently verifying
the information contained herein and accordingly no such persons make any representations with respect to the
accuracy, completeness or reasonableness of the information provided herein. Unless otherwise indicated,
market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management
considers to be reasonable.
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Any investment inherently involves a high degree of risk, beyond any specific risks discussed herein.

It is not possible to invest directly in an index. Investors pursuing a strategy similar to an index may experience
higher or lower returns, which will be reduced by fees and expenses.

The ICE U.S. Dollar Index measures the value of the U.S. Dollar against a basket of currencies of the top six
trading partners of the United States, as measured in 1973: the Euro zone, Japan, the United Kingdom, Canada,
Sweden, and Switzerland. An investor cannot directly invest in an index. The volatility of the benchmark may be
materially different from the individual performance obtained by a specific investor.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks
Investment Management is an independent Registered Investment Advisory firm that acts as an investment
manager for individuals and institutions. Zacks Investment Research is a provider of earnings data and other
financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal,
accounting or tax advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the
information and advice given in this publication without seeking the services of competent and professional legal,
tax, or accounting counsel. Publication and distribution of this article is not intended to create, and the information
contained herein does not constitute, an attorney-client relationship. No recommendation or advice is being given
as to whether any investment or strategy is suitable for a particular investor. It should not be assumed that any
investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions
expressed may not reflect those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s
research, analysis, and assumptions. Due to rapidly changing market conditions and the complexity of investment
decisions, supplemental information and other sources may be required to make informed investment decisions
based on your individual investment objectives and suitability specifications. All expressions of opinions are
subject to change without notice. Clients should seek financial advice regarding the appropriateness of investing
in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared
by other parties. Zacks Investment Management does not assume any responsibility for the accuracy or
completeness of such information. Further, no third party has assumed responsibility for independently verifying
the information contained herein and accordingly no such persons make any representations with respect to the
accuracy, completeness or reasonableness of the information provided herein. Unless otherwise indicated,
market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management
considers to be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks
discussed herein.

The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks,
mainly blue-chip stocks, selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends
but does not reflect advisory fees. The volatility of the benchmark may be materially different from the individual
performance obtained by a specific investor. An investor cannot invest directly in an index.

The Russell 1000 Growth Index is a well-known, unmanaged index of the prices of 1000 large-company growth
common stocks selected by Russell. The Russell 1000 Growth Index assumes reinvestment of dividends but
does not reflect advisory fees. An investor cannot invest directly in an index. The volatility of the benchmark may
be materially different from the individual performance obtained by a specific investor.

Nasdaq Composite Index is the market capitalization-weighted index of over 3,300 common equities listed on the
Nasdaq stock exchange. The types of securities in the index include American depositary receipts, common
stocks, real estate investment trusts (REITs) and tracking stocks, as well as limited partnership interests. The
index includes all Nasdag-listed stocks that are not derivatives, preferred shares, funds, exchange-traded funds
(ETFs) or debenture securities. An investor cannot invest directly in an index. The volatility of the benchmark may
be materially different from the individual performance obtained by a specific investor.

The Dow Jones Industrial Average measures the daily stock market movements of 30 U.S. publicly-traded
companies listed on the NASDAQ or the New York Stock Exchange (NYSE). The 30 publicly-owned companies
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are considered leaders in the United States economy. An investor cannot directly invest in an index. The volatility
of the benchmark may be materially different from the individual performance obtained by a specific investor.

The Bloomberg Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four
local currency markets. This multi-currency benchmark includes treasury, government-related, corporate and
securitized fixed-rate bonds from both developed and emerging markets issuers. An investor cannot invest
directly in an index. The volatility of the benchmark may be materially different from the individual performance
obtained by a specific investor.

The ICE Exchange-Listed Fixed & Adjustable Rate Preferred Securities Index is a modified market capitalization
weighted index composed of preferred stock and securities that are functionally equivalent to preferred stock
including, but not limited to, depositary preferred securities, perpetual subordinated debt and certain securities
issued by banks and other financial institutions that are eligible for capital treatment with respect to such
instruments akin to that received for issuance of straight preferred stock. An investor cannot invest directly in an
index. The volatility of the benchmark may be materially different from the individual performance obtained by a
specific investor.
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