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k Market Update
The Fed, Al sand B Narrow Market
July 2024

httpS://vimeg.conl/974218824?share=copy#t=0

We are halfway trough 2024. So far, results for equity markets havebeen mixed and the
lead stories have been the Federal Reserve,artificial intelligence (Al) and “narrow” returns.

Many large captechnology leaders have produced stellar returns while other areas ofthe
market have languished a bit. The S&P 500® Index is up animpressive 15.3% while the
Dow Jones Industrial Average® Index iswell behind with a 4.8% gain and the small cap-
oriented Russell2000® Index is up only 1.7%. What’s more, “growth stocks” have
outperformed “value” stocks by an extraordinary margin of 14.1percentage points. The
Russell 1000 Growth® Index is up 20.7%while the Russell 1000 Value® Index is up 6.6%.

“FedWatch” is in full force. Investors continue to anxiously followFederal Reserve
commentary with hopes that more accommodativepolicy (i.e. lower interest rates) will
support the economy and stocks.Expectations for rate cuts were too optimistic as we started
the yearand were quickly subdued by stubbornly high inflation data. Morerecently, however,
tamer inflation data and evidence of deceleratingeconomic growth have brought potential
rate cuts back into play.Indeed, consumer spending across many areas seems to be slowing
asexcess savings from the pandemic era has largely been exhausted.

Then there’s artificial intelligence (Al), which continues to captivateinvestors with the
promise of significant innovation and valuecreation. The allure of Al has only been
exacerbated by slowing growth elsewhere in the economy. Put differently, investors seem
even more willing to pay a premium for growth as it is becoming scarcer, and have become
more complacent about holding stocks with recent outsized gains. In fact, it sometimes
feels as though we have two stock markets — the Al market and the “everything else”
market. While leading Al plays continue to post astounding growth and attract investors’
dollars, many other areas are struggling with post pandemic hangovers that could persist for
a bit. Numerous industries (especially consumer facing businesses) that experienced
spending booms have entered a period of normalization that entails slowing growth.

Consequently, market returns have dramatically narrowed. That is, gains have largely come
Seclitoseral harsaskratestoreks ih\idtnadinet 8 &hypthe. Lofosmat ionsd sekro|eg sector has generated
a whopping 28.2% return while the other sectors have averaged 8.9%. More cyclical areas
like Consumer Discretionary and Materials are up 5.7% and 4.0%, respectively. Concurrent
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