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SUMMARY- 

I. Relief rally fades as tech stocks lead growth stocks lower last 
week. 
 

II. Sector rotation continues to support value and small-cap 
names. 

   
III. Republicans rally behind Trump while Democrats force Biden 

to end campaign. 
 

IV. Despite political turmoil, impending rate cuts, improving 
profits, and widening breadth support bull market. 

 

 

 

Good morning: 

           

          Markets began last week with a relief rally that the assassination attempt 

on former President Trump nine days ago was unsuccessful, as the alternative 

would have likely led to untold social and political turmoil for the 

nation.  However, as the week progressed, the notable sector rotation seen the 

week prior again drove market action.  After major averages hit new highs early in 

the week, many of the tech sector’s prior winning names led the NASDAQ and 

S&P 500 lower.  By Friday’s close, the NASDAQ posted a decline of 3.6% and the 

S&P 500 lost 2.0%.  As much of this capital shifted to value and small-cap issues, 

the Dow ended the week with a gain of 0.7% while the Russell 2000 added 

1.0%.  Oil prices also declined 4.2% for the week as promises of dramatically 



increased domestic energy production were made at the Republican convention 

should they win. 

            Meanwhile, the week saw mounting calls from key members of the 

Democratic party for President Biden to end his reelection campaign in the face of 

declining poll numbers and increasingly apparent heath issues.  When major party 

donors echoed these concerns and refused to continue funding the campaign, the 

President’s fate was all but sealed.  With the Republican nominee nearly stopped 

by an assassin’s bullet only days earlier, the Democrat nominee finally succumbed 

to tremendous intraparty pressure and ended his reelection campaign early 

yesterday.  With only one month until the Democratic convention in Chicago, 

markets will be watching closely to see how events unfold as the party ultimately 

chooses its candidate.  Regardless of how things turn out, we are clearly living 

through unique and historic times for our country.   

 

 



 

            Against the backdrop of the evolving political landscape currently 

underway, several key things will likely remain as fundamental support for the 

financial markets.  Chief among them is the expected shift in monetary policy in 

the near future after inflation’s significant decline over the past two years.  A 

falling interest rate environment is historically very bullish for both stocks and 

bonds and could be this time as well.  Next is the large number of highly 

profitable and growing companies that represent the core of the U.S. equity 

market.  And third is the improving breadth in market participation which we 

hope continues in the weeks and months ahead.  Additionally, recent excitement 

surrounding A.I. and its possibilities for both key tech companies, as well as the 

broader economy is a theme that is not likely ending any time soon.  The massive 

profitability of most of the Magnificent Seven companies could result in their 

recent weakness turning out to be a very short-lived buying opportunity.  As the 

chart below shows, the significant weighting of the Mag 7 in the S&P 500 Index 

has resulted in an equally weighted index outperforming the standard market-

cap-weighted average over the past two weeks for the first time this year.   We 

continue to view this as a healthy development for the bull market. 

 



 

Source: FactSet 

 

            The second week of the quarterly earnings season produced an uptick in 

expectations.  Based on initial results and forecasts for upcoming reports, analysts on 

Friday were expecting S&P 500 companies to post an average second-quarter 

earnings increase of 9.7% compared with the same quarter a year earlier.  Just a week 

earlier, the projected growth rate was 9.1%.  This week will see another round of 

earnings from important financial, healthcare, and industrial firms.  Positive results 

and guidance from these names could propel the value sector rotation trade even 

further by week’s end.  The chart below illustrates how sector leadership has started 

to shift towards cyclical sectors. 



 

 

 

          Similarly, the recent awakening of small-caps after several years of 

underperformance is another example of improving market participation in the 

current rally.  As higher borrowing costs have a greater impact on smaller 

companies, many of which are highly leveraged, lower rates have a 

disproportionately positive effect on small firms and their profitability.  However, 

small-caps also are economically more sensitive than large companies and 

generally perform better during periods of GDP growth and 

expansion.  Therefore, the recent surge and interest in small-caps is based on the 



anticipation of both declining rates and continued economic growth and 

resilience.  We continue to believe in the inclusion of small and mid-caps in a 

diversified portfolio to attempt to both reduce long-term volatility, as well as to 

participate in periods of shifting sector leadership as we are currently witnessing. 

 

 

 

          In addition to a steady stream of earnings reports and political media 

coverage, this week will also feature a few key economic reports later in the 

week.  Thursday will see an advance estimate of Q2 GDP, durable goods orders, 



and weekly unemployment claims.  Friday will be highlighted by the latest 

Personal Consumption Expenditures Price Index (the Fed’s preferred measure of 

inflation), as well as the latest University of Michigan’s Index of Consumer 

Sentiment.  Both reports could spark a reaction from investors attempting to 

handicap the timing of the Fed’s easing campaign.            

Have a great week and stay calm! 
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Opinions expressed in this email are those of the author and are not necessarily those of Raymond 
James.  The information contained in this report does not purport to be a complete description of the 
securities, markets, or developments referred to in this material nor is it a recommendation. 

The information has been obtained from sources considered to be reliable, but we do not guarantee that the 
foregoing material is accurate or complete. 

All investments are subject to risk regardless of strategy selected.  Individual investor's results will 
vary.  Past performance does not guarantee future results.  Forward looking data is subject to change at any 
time and there is no assurance that projections will be realized. Diversification and strategic asset allocation 

do not ensure a profit or protect against a loss.  

The Dow Jones Industrial Average (DJIA), commonly known as “The Dow” is an index representing 30 
stocks of companies maintained and reviewed by the editors of the Wall Street Journal. 
 
S&P 500 Index is an unmanaged, market value-weighted index of 500 stocks generally representative of the 
broad stock market.  
 
The NASDAQ composite is an unmanaged index of securities traded on the NASDAQ system. 
 
The Russell 2000 Index measures the performance of the 2,000 smallest companies in the Russell 3000 
Index, which represent approximately 8% of the total market capitalization of the Russell 3000 Index. 

Investing in small cap stocks generally involves greater risks, and therefore, may not be appropriate for 
every investor. 

Investing in the energy sector involves special risks, including the potential adverse effects of state and 
federal regulation and may not be suitable for all investors.  

Raymond James makes a market in AAPL, AMZN, GOOGL, META, MSFT, NVDA, AND TSLA. This is not a 
recommendation to purchase or sell the stocks of the companies mentioned. 

Market return and statistical data obtained from: https://am.jpmorgan.com/blob-
gim/1383452890099/83456/weekly_market_recap.pdf?segment=AMERICAS_US_ADV&locale=en_US 

  
Keep in mind that individuals cannot invest directly in any index, and index performance does not include 
transaction costs or other fees, which will affect actual investment performance. Individual investor's results 

will vary. 

Every investor's situation is unique, and you should consider your investment goals, risk tolerance and time 
horizon before making any investment. Prior to making an investment decision, please consult with your 
financial advisor about your individual situation. The foregoing information has been obtained from sources 
considered to be reliable, but we do not guarantee that it is accurate or complete, it is not a statement of all 
available data necessary for making an investment decision, and it does not constitute a recommendation. 
  
This information is not intended as a solicitation or an offer to buy or sell any security referred to herein.  
 
Sector investments are companies engaged in business related to a specific sector. They are subject to 
fierce competition and their products and services may be subject to rapid obsolescence.  There are 
additional risks associated with investing in an individual sector, including limited diversification. 
 
Certified Financial Planner Board of Standards, Inc. (CFP Board) owns the certification marks CFP®, 
CERTIFIED FINANCIAL PLANNER™, and CFP® (with plaque design) in the United States, which it 
authorizes use of by individuals who successfully complete CFP Board’s initial and ongoing certification 
requirements.                
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