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 VUCA at the Gate 

 

As we enter the second half of 2024, the world seems increasingly complex, uncertainty is rising and change is 

happening at an accelerating pace. There is no clearer evidence than the horrific assassination attempt on July 13 
that endangered former President Trump, killed one rally participant and injured two others. Welcome to what in the 

military world is known as VUCA – Volatility, Uncertainty, Complexity and Ambiguity.  

In fact, VUCA is a constant in the markets and the economy and something I have been navigating through my entire 

three-decade career. VUCA levels might be a bit higher today, but the same rules apply for capitalizing on VUCA’s 

many facets: focus on what is known and relevant, keep personal biases in check, question the status quo, and seek 

out the opportunities that VUCA creates while minimizing the impact of threats. 

In this Commentary, we evaluate the threats and opportunities created by potentially higher levels of volatility and 

uncertainty in the second half of 2024 and the implications for LNW portfolios. 

Where We Are at Half Time   

Having attended the NBA Finals in Boston last month, I cannot help but use a basketball metaphor: we have arrived at 

halftime in the markets. And the first half was quite impressive for global equities (see below and box on next page).  

“Uncertainty is the only certainty there is,  

and knowing how to live with insecurity is the only security.” 
 

        - John Allen Paulos, author and mathematician 
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Some of the tailwinds that have propelled U.S. equities appear to still be in place. One of the biggest positives: 

The continuous drop in inflation this year, making at least one interest rate cut by the Fed likely in 2024. Despite a 

couple of false starts in the first quarter, U.S. inflation continues to decline, with the Consumer Price Index down 
slightly in June vs. May and the rate of inflation slowing to 3% annualized. Already, the Federal Reserve has forecast 
one interest rate cut this year. Eight Fed officials have projected two cuts this year, suggesting the Fed is keen to start 
reducing rates and may do so if economic weakness becomes more pronounced. 

Decelerating inflation and interest rate cuts do not change our long-term view, which is for both U.S. rates and 

inflation to remain higher for longer (relative to the pre-Covid era) for a variety of factors, including increasing 

regionalization, climate change, a large U.S. budget deficit and geopolitical tensions. 

Taking Stock of the First Half 
 

The S&P 500 was up an impressive 15% in the first half of 2024, with the Magnificent 7 tech stocks accounting for 
approximately 60% of that gain (Amazon, Apple, Alphabet/Google, Meta/Facebook, Microsoft, Nvidia and Tesla). AI chipmaker 

Nvidia rose an incredible 155% in the first half. Meanwhile, the average S&P 500 stock was up approximately 5% and small 
stocks badly lagged, ending the first half up just 1.7%.   

 

The U.S. economy appears to be slowing. Companies and sectors most impacted by an economic slowdown (materials, 

industrials, etc.) as well as small stocks saw share price declines in the second quarter. By contrast, defensive sectors such as 

consumer staples performed relatively well.  

International equities also performed well, as many foreign economies showed signs of turning around as central banks 

outside the U.S. started easing monetary policy amid falling inflation. 
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A sense of complacency seems to have set in, given 

the prospect of lower rates/inflation combined with 
ongoing excitement over Artificial Intelligence (AI), 

record-high corporate profits and U.S. household 

wealth. This is evidenced by the very low stock market 

volatility so far this year. But this relative calm could 

change during the second half.  

The CBOE Volatility Index (VIX), also known as the “fear 

gauge,” is an indicator of the S&P 500’s expected 
volatility. The VIX futures market (see top chart) 

predicts a nearly 40% rise from now through the U.S. 

Presidential election and until April 2025. Let’s explore 

some of the potential reasons for these expectations 

of higher uncertainty and volatility.  

Risk Factors 

Slowing U.S. economy. The U.S. economy grew 1.4% 
in the first quarter (with 1.5% anticipated for the 2nd 
quarter). These are the lowest levels of growth since 

2022, when the economy was shrinking due to Covid.  

There has been a noticeable increase in layoffs, and 

the unemployment rate has started to inch up 

(recently at 4.1%). The real estate market is relatively 
frozen due to high prices and high mortgage rates, 

with building permits and housing starts plummeting 

to the lowest levels since June 2020, when the 

economy was largely shut down due to the pandemic. 

Real income growth appears to be tapering off, and 

consumer sentiment has declined to levels typically 

seen during recessions.  

Most of the negative impact of higher U.S. inflation and 
interest rates has been borne by lower-income 

households, as evidenced by rising credit card and 

auto loan delinquencies. This segment is increasingly 

relying on discounts and cutting back on purchases. In 

response, retailers have started to reduce prices, 

which in turn has helped keep a lid on inflation. 

Meanwhile, the wealthier and generally older segments 

of the U.S. population continue to benefit from lower 
levels of debt and/or low borrowing costs, rising stock 

and real estate prices and higher rates of interest on 

the $18 trillion of cash on their balance sheets. 
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The U.S. Presidential election. The many foreign elections 

have occurred without incident this year, including the split 

outcome in France. And investors are now starting to focus 

on the prospect of further violence and the potential for a 

contested U.S. Presidential election and/or big shifts in 

policy that could potentially negatively impact the economy. 

Markets dislike uncertainty. For historical context, the 2000 

U.S. Presidential election between Al Gore and George W. 

Bush took 36 days to resolve, during which the S&P 500 
dropped 5%. 

High U.S. government debt and interest payments.  

U.S. total debt was recently around $35 trillion (higher than 
U.S. GDP) and interest rates have risen steeply since the 

pandemic. The result is that the U.S. government is currently 

paying around $800 billion a year in interest on the federal 

debt, equaling the budget’s biggest outlay: defense 

spending. Large deficits compel the Treasury to issue more 
debt, which can keep long-term rates elevated even if the 

Federal Reserve lowers short-term rates.  

Federal Reserve policy risk. The Fed could miss the opportunity to begin easing rates at the right pace, potentially 

leading to a recession. As U.S. inflation falls, real interest rates rise if nominal rates remain unchanged. If the Fed 

delays lowering rates while inflation drops, it effectively tightens the economy further.  

AI sector volatility. The expectation is that virtually  

all companies will be integrating AI into their business 

models, resulting in higher revenues, profits and 
productivity gains. Disappointing AI adoption rates or 

lower productivity than expected could negatively  

impact the high-flying AI stocks and by extension the 
broader market. 

Geopolitical tensions. In Eastern Europe, the U.S. 

recently allowed Ukraine to use American weapons to 

strike within Russia. In the Middle East, Hezbollah has 

been launching numerous rockets and drones toward 

Israel daily, firing over 5,000 since October 7, 2023. And 
we continue to see the Houthis attempting to destabilize 

the region. 

The unknown unknowns.  This risk for a negative 

unexpected event – a Black Swan — always exists but 

seems heightened in periods of rising uncertainty, where 

we find ourselves today. An exogenous shock can quickly 
change stability to instability. 
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Asset Class Drivers 

While risks appear elevated, we cannot lose sight that the risks we outline above could also be resolved favorably.  

As such, portfolios need to be positioned for favorable and unfavorable outcomes with an ongoing focus on broad 

diversification, keeping emotions in check and maintaining discipline. Below is an update on the asset classes  
within LNW portfolios.  

U.S. Equities. After strong price appreciation in the first half, rebalancing to 
target allocation may be advisable (depending on tax and other 

considerations). With that said, multiple factors could continue to benefit 
U.S. large-cap equities, including strong corporate earnings growth, interest 

rate cuts by the Fed, continued abatement of inflation, and income gains for 
lower-income households that could  boost spending beyond the higher-

income segments. All this has the potential to support U.S. stock prices not 

just in tech but across more sectors.  

With that said, valuations currently look most attractive in both U.S. small 

cap and foreign equities as well as sectors less directly influenced by AI. U.S. 
small cap stocks have had good reason to be challenged with estimates that 

600 to 800 companies within the Russell 2000 index are currently 

unprofitable, with the high cost of capital at least partially to blame. The 

anticipated drop in interest rates has recently awakened small-cap stocks 

from their torpor but may not be meaningful enough for a lasting rally. 

International Equities. While the U.S. economy has shown relative strength, most of the non-U.S. developed world 

has been experiencing low or no growth. This has largely been due to higher interest rates to combat inflation. More 
recently, however, developed economies overseas are starting to ease monetary policy or are on the verge of doing 

so, creating conditions for a potential turnaround in their growth trajectories. 

Emerging markets, including India, Vietnam and Mexico, will play a critical role in the evolving global economy. 

Different regions of the world are taking up the growth mantle, and China’s exporting of deflation is helping to keep 
global price pressures in check. 

Fixed Income. U.S. yields have possibly stopped rising, recently falling to 4.2% on the 10-year Treasury, as investors 

see more signs of an economic slowdown. The likelihood is that U.S. interest rates have peaked, even if that doesn’t 

mean they will fall dramatically.  Given that yields are more likely to fall than rise from here, albeit not greatly, the risk 

reduction role that fixed income plays in portfolios is arguably even more attractive than it has been in over 15 years. 
Should the equity markets take a turn for the worse, it is likely that bonds will cushion that fall while compensating 

investors with meaningful yield in the meantime.  

Municipal bond prices have struggled under a wave of new issuance as local governments rush to finance new 
infrastructure projects ahead of the Presidential election and uncertain fiscal policy in 2025. In general, the 
creditworthiness of municipal issuers remains healthy due to years of elevated tax revenue and pension reforms, 

supporting a core allocation for high-net-worth investors. 

The total cash on U.S. consumer and 

corporate balance sheets amounts to 

an astounding $23 trillion, generating 
over $1.2 trillion in annualized yield. 
This financial cushion supports both 
consumer and corporate spending on 

research and development, as well as 

capital expenditures. There is also 

support from current government 

spending through the Infrastructure & 
Jobs Act, the Inflation Reduction Act, 
and the CHIPs Act. 

Cash Hoards 
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Real Assets (commodities, infrastructure, real estate). While rising macroeconomic, geopolitical and domestic 

political risks can create anxiety, they also create opportunities. For example, we recently approved a private real 

estate strategy that focuses on affordable housing to capitalize on the favorable supply/demand imbalance 

throughout the economic cycle and the manager’s specialized expertise in this sector. 

Infrastructure equities related to renewable energy saw a dramatic turnaround in the second quarter (+5.9%) and 

were among the strongest performing public assets due to attractive valuations, defensive characteristics, and the 

long-term secular demand for electrification and the development of AI. Traditional infrastructure (+3.9%) has also 

performed well, leading the real assets category with a 7.8% return over the last 12 months. 

Additionally, many infrastructure managers have pivoted to investing in companies and sectors poised to benefit 
from AI development indirectly, such as publicly traded electric utilities, which because of their dividends and 

regulated operations offer marginally less downside risk while benefiting from the surge in demand for electricity.  

Private Equity. Capital has resumed flowing but very selectively. Companies with strong backing from venture capital 
have shored up their balance sheets, so fewer total private equity transactions are likely for some time. Capital 

remains “stuck” given the rise in interest rates, economic uncertainty, inflationary pressures and geopolitical/political 
unrest driving a slowdown in activity. Bid-ask spreads remain wide as managers try to avoid selling assets into this 

lower-valuation environment. Attractive opportunities still exist for managers with access to capital, but fundraising 

markets are likely to remain slow until investors attain higher liquidity from prior funding rounds. 

Diversifiers (hedge funds, private credit). Diversifying strategies such as hedge funds posted strong returns in 

2023 and even stronger results in the first half of 2024. An environment of higher interest rates has been a plus, 
providing a higher base return for credit strategies and creating more dispersion and volatility, which is helpful for 

nearly every hedge fund strategy. The economic backdrop has remained more resilient than many expected, and 

avoidance of a U.S. recession has certainly helped.  

Portfolio Considerations  

The assassination attempt of former President Trump was shocking and will hopefully serve to unify both parties 

around a no-violence message. With that said, even prior to July 13, futures markets were forecasting a spike in stock 
market volatility from October into next year. 

Our focus is on creating portfolios that can withstand higher levels of volatility and uncertainty, coupled with ongoing 

vigilance. Given the probability that market volatility will pick up, LNW advisory teams are reviewing client investment 

plans. Depending on the client’s specific situation, the following may be advisable:   

• Conducting sustainability analysis to ensure asset allocations remain aligned with client goals and risk 

tolerance, and possibly adjusting allocations to reduce risk, as client finances and goals allow.    

• Topping off fixed-income exposures, if underweight.   

• Adding (or introducing) Diversifiers to act as shock absorbers or take advantage of opportunities that surface 
during volatile markets.   

• Rebalancing equity allocations if outside strategic targets and possibly rebalancing within U.S. equities (large-

cap vs. small-cap) and between U.S. and non-U.S. equities, whose valuations appear more attractive.  
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Ronald G. Albahary, CFA® is Chief Investment Officer at LNW. As head of the investment team (see below), Ron 
determines the firm’s investment strategy, directs the investment selection process, and works in tandem with 
client advisory teams to deliver investment solutions structured to attain each client’s unique goals. Prior to joining 
LNW, Ron served as CIO or CEO at regional investment firms focused on ultra-high-net-worth families and 
foundations. Earlier in his career, he held leadership positions in the private client business of major global financial 
institutions, including Merrill Lynch and Northern Trust Private Bank. Ron has a degree in economics from the 
Wharton School at the University of Pennsylvania and currently serves as advisor to the Center for High Impact 

Philanthropy at the University of Pennsylvania.  

The LNW investment team is comprised of 12 analysts and strategists working together to design and implement investment solutions for 
client portfolios. Six analysts at the firm hold the Chartered Financial Analyst® designation, with expertise spanning macroeconomics, public 
and private asset classes across the global capital markets, and impact investing. Collaborating with each other and with client advisors, the 
investment team’s overarching goal is to help clients and their families preserve and grow their wealth over many generations. 

ABOUT LNW 

Laird Norton Wetherby (LNW) serves exceptional families and individuals seeking to activate the full potential of their wealth. To help turn 
lifelong ambitions and multigenerational aspirations into reality, LNW brings to each client relationship a high level of care combined with deep 
expertise in wealth and legacy planning, investments, and trust and estate services.  

Offering both RIA (Registered Investment Advisor) and trust services, LNW is committed to providing clients with unbiased, independent 
guidance and solutions. LNW has offices in Seattle, San Francisco, New York, Los Angeles and Philadelphia, as well as an affiliated trust 
company in South Dakota, empowering clients across the U.S. and around the world. 

LNW is owned by employees and majority owned by Laird Norton Company, one of the longest-sustained family enterprises in the United 
States. To learn more, please visit LNWAdvisors.com 

DISCLOSURES 

LNW refers to Laird Norton Wetherby Trust Company, LLC, a State of Washington chartered trust company; LNW Trust Company of South Dakota, LLC, a state of 
South Dakota charted trust company; and two investment advisers registered with the Securities and Exchange Commission, LNW Wealth Management, LLC and 
Laird Norton Wetherby Wealth Management, LLC. 

This presentation includes candid statements and observations regarding investment strategies, individual investments, economic and market conditions; 
however, there is no guarantee that these statements or forecasts will prove to be correct. These comments may also include the expression of opinions that are 
speculative in nature and should not be relied on as statements of fact. LNW views and opinions regarding the investment prospects of our portfolio holdings 
include “forward looking statements” which may or may not be accurate over the long term. While LNW believes there is a reasonable basis for the appraisals and 
there is confidence in our opinions, actual results may differ materially from that was anticipated. 

All investments involve a level of risk, and past performance is not a guarantee of future investment results. The value of investments and the income derived 
from them can go down as well as up. Future returns are not guaranteed, and a loss of principal may occur. All investment performance can be affected by general 
economic conditions and the extent and timing of investor participation in both the equity and fixed income markets. Asset allocation, due diligence, and 
diversification do not guarantee a profit or protect against a loss. 

This presentation is not intended as investment advice; LNW offers investment advice only on a personalized basis after understanding the client’s individual 
needs, objectives, and circumstances. The information presented herein does not constitute and should not be construed as legal advice or as an offer to buy or 
sell any investment product or service. Any accounting, business or tax advice contained in this presentation is not intended as a thorough, in-depth analysis of 
specific issues, nor a substitute for a formal opinion, nor is it sufficient to avoid tax-related penalties. Any opinions or investment planning solutions herein 
described may not be suitable for all investors nor apply to all situations. All opinions expressed are those of LNW and are current only as of the date appearing 
on this material. 

A benchmark or index is an unmanaged statistical combination of securities designed to be representative of the performance of an asset class, sector, or 
investment style. Indices are shown for informational purposes only and it is not possible to invest directly in an index. 

Indices are not subject to management fees. Comparisons between a composite or a portfolio and an index or benchmark are unreliable as performance 
indicators and should not be considered indicative of the performance that may be experienced in a particular managed portfolio. 

Certain information herein has been obtained from public third-party data sources, outside funds, and investment managers. All data presented is current only as 
of the date shown. Although LNW believes this information to be reliable, no representation or warranty, expressed or implied, is made, and no liability is accepted 
by LNW or any of its officers, agents or affiliates as to the accuracy, completeness or correctness of the information herein contained. 

Should a reader have questions regarding the applicability of information presented to her/his individual situation, she/he is encouraged to consult with the 
professional adviser of her/his choosing. A copy of LNW’s current ADV Part 2 & 3 discussing our advisory services, fees, and other relevant information is 
available upon request. LNW recommends individuals visit Investor.gov/CRS for a free and simple search tool to research us and our financial professionals. 
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