Monday January 29, 2024

SUMMARY-
l. Economic growth reports show momentum still intact.
Il. Markets add 1% while inflation data continues to ease.
lll.  Eyes turn to Fed although not for a cut this week.

V. Important week for mega-cap tech earnings could set tone.

Good afternoon:

Two new reports were released last week that confirmed the economy’s
strength as we entered 2024. Equity averages gained about 1% in response to the
better-than-expected growth figures. The Purchasing Managers Index (PMI), a
measure of the prevailing direction of economic trends in manufacturing, came in
above expectations at 50.3 in January, its highest reading since October
2022. After feeling the pressure of the Fed’s aggressive rate hikes, this reading
indicates that manufacturers may be starting to stabilize. Meanwhile, the services
PMI continued to show strength while also beating expectations due to ongoing
demand for travel, leisure, and hospitality sectors in the current post-pandemic

environment.



Manufacturing PMI exceeds 50 for the first time in 9 months
(U.S. S&P PMI - Manufacturing)
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Source: Bloomberg, S&P Global U.S. Manufacturing PMI

In addition, fourth-quarter GDP was also reported last week at an
annualized rate of 3.3%, well above the 2.0% growth expectations. As usual,
consumer spending was the key driver as consumption maintained its resilience
growing by 2.8%. This was the sixth consecutive quarter of GDP growth of more
than 2.0% despite higher interest rates. However, the effect of monetary
tightening including Fed rate hikes can often have a long lag. One of the keys to
supporting strong consumer spending has been the tight labor

market. Economists will be closely watching for any signs of softening in



employment and wage growth data in the coming months as a possible “canary in

the coal mine” for slower GDP in the quarters ahead.

U.S. GDP and consumption expected to slow to below trend, before accelerating later in 2024
(QoQ% annualized)
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With last week’s PCE (personal consumption expenditures) data coming in

below expectations, the Fed seems on track to begin cutting rates this year as

inflation continues trending towards their 2.0% target rate. At this Wednesday’s

first FOMC meeting of 2024, rates are predicted to remain unchanged, but

Chairman Powell’s accompanying statement may reveal important insight on their



upcoming plans. Markets currently expect the Fed’s first rate cut in March but

the number of cuts this year is still up for debate.

While most economic indicators point to a soft-landing and not a recession,
market performance should continue to broaden out this year as lower interest
rates benefit most businesses. This week will also focus on the earnings results of
some of the market’s largest tech companies that drove much of last year’s index
performance. The so-called Magnificent Seven still represent the largest
companies in the market so their results could easily move major stock averages
that are nearly all weighted to their components market capitalizations. Most of
these companies will need to continue delivering strong earnings growth to justify

their higher-than-average historical valuations compared to the numerous

undervalued opportunities that still remain in other areas of the market.




As we approach tax reporting season, let us remind you again of the

following Raymond James mailing dates:

« Retail Composite Forms 1099 will be mailed in three main groups — the first
mailed by 2/15, the second mailed by 2/28, and the third mailed by 3/15 -
depending on when we receive the information from securities issuers to
finalize the Form.

o Forms for retirement (Forms 1099-R and 5498, if applicable) and education
savings accounts (Form 1099-Q) will be mailed by 1/31.

All tax documents will also be available to download from the Client Access

website as of its mailing date.

Have a great week!

Mark and Jeff
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