Monday, May 20, 2024

SUMMARY-

l. CPI report shows inflation moderating again in April.

Il. Stocks and bonds celebrate as rate cut hopes back on track.

. Broadening market helps Dow reach 40,000 for the first time.

V. Rising earnings estimates portend further gains for equities.

Good morning:

Stocks and bonds both breathed a further sigh of relief last week as the
April Consumer Price Index (CPI) report signaled consumer price pressures are
once again gradually moderating. In response, equity averages rallied to new
highs while interest rates pulled back in the bond market. Markets celebrated
with renewed anticipation that the Fed will begin cutting rates at some point this
year. Leading major averages higher was the financial sector that helped the Dow
reach a new milestone of 40,000 by Friday’s close. The S&P 500 Index surpassed
5,300 while the NASDAQ outpaced other large cap indices gaining 2.1% for the

week.

The underlying trends within the CPI report were encouraging as Core CPI
fell to 3.6% year-over-year, its lowest reading in three years. Stubbornly high
prices for services showed some easing in April as goods prices continued to

decline. Falling auto and home furnishing costs helped this report, while shelter



costs remained a major inflation contributor with prices only moderating

gradually.

Core inflation cooled in April, thanks to relief in services prices.
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Source: Bloomberg. Core inflation excludes food and energy prices.

It appears that the next leg lower for inflation will require more help from
shelter prices as it represents one of most household’s largest expenses. While
the rate of housing and rent price increases from recent elevated levels appears
to be slowing, many would welcome a period of price decreases to make their
monthly cashflow stretch as far as it once did. Although this may occur in certain

real estate and rental markets in the country, it is not widely expected.
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Last week’s move higher in equities was yet another example of the market
broadening out. While a good portion of the market’s ascent since the October
2022 low has been powered by the prolific gains in the technology sector,
particularly the “Magnificent Seven” and enthusiasm for all things Al, the recent
moves higher in additional sectors like financials, industrials, energy, and utilities
is a very positive sign for the overall health of this bull market. Many such
previously under-loved areas of the market still trade at far lower valuations in

addition to paying generally higher dividend rates.

The Dow Jones Industrial Average’s touching of another large round
number (40,000!) on Thursday is interesting but not necessarily significant to the

market’s current valuation (relative to profits or history). It does, however,



remind us of the U.S. stock market’s healthy rally over the past few months, as
well as the past several years. Stocks were able to achieve these gains despite a
steady stream of Fed policy and inflation risks, calls for imminent recession, and
the competing allure of elevated money market and CD yields. Although equity
markets often “climb a wall of worry,” they are once again living up to their long-

term historical trend of outperforming all other asset classes.

The Dow since 1980.

Dow Jones Industrial Average (Dow) 40,000 .

Source: Bloomberg. Dow Jones Industrial Average index. The Dow Jones is an unmanaged index and cannot be invested in directly.

Fortunately, the history of the Dow reaching past milestones did not signal
an end to the uptrend. As the chart below illustrates, the Dow did not only hang
onto its gains two years later but in most cases added to them. With the prospect

of rate cuts on the horizon, strong earnings momentum, and generally reasonable



valuations among industrials, we believe chances look good for the Dow’s gains to

continue for the foreseeable future.

1,000 November 20, 1980 15.6%

5,000 November 21, 1995 63.6%
10,000 March 29, 1999 1.0%
20,000 January 25, 2017 29.1%
30,000 November 24, 2020 18.3%
40,000 May 16, 2024 ?

Source: Bloomberg, Dow Jones Industrial Average index.

Similarly, the S&P 500 reached another new high last week and marked a
10% gain since reaching a new high-water mark at the beginning of this year.
Further illustrating the resiliency of the asset class, the chart below shows that

after surpassing previous peaks, stocks have mostly gone on to log strong gains.

Return Between New High and

New All-Time High Return Over Next 12 Months
Next Market Peak

Jan. 2024 9.9%* ?

Aug. 2020 32.5% 45.0%

Mar. 2013 20.9% 148.4%

May 2007 -6.6% 2.9%

Jul. 1989 8.9% 488.4%

Nov. 1982 19.7% 185.9%

Jul. 1980 13.1% 18.1%

Source: Bloomberg, S&P 500 Total Returns



Once again, we believe odds favor continued appreciation in the equity
markets on the horizon. Yet another factor, and perhaps the most important
ultimately, is the rising consensus estimates for S&P 500 earnings in the coming
quarters. Of course, it is always a good idea to be prepared for occasional
volatility and unforeseen exogenous events that can trigger a kneejerk market
reaction in the short run. Additionally, some traders may opt to take profits after
four weeks of positive market results, but we remain cautiously optimistic that

any pause in the recent positive momentum will be short lived.
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Source: Bloomberg, Forward S&P 500 12-month consensus earnings estimates.



Economic data this week includes home sales figures along with the S&P
Global Manufacturing PMI report, both of which will be viewed through the
familiar prism of the timing of potential future Fed rate cuts. There are also still a
few key earnings reports from widely owned companies that could move markets
as they report this week. Barring anything unexpected arising, the path of least

resistance for equities seems to be higher.

Have a great week!

Mark and Jeff

Mark S. Loftus, CFP®
Managing Partner & Founder, LPWP
Registered Principal, RIFS

Jeffrey C. Preusser, CFP®
Senior Partner, LPWP
Registered Principal, RJIFS

in/

0: 630.566.9200 // T: 844.890.8750 // F: 630.566.9292
1901 Butterfield Road, Suite 100, Downers Grove, IL 60515
www.loftus-preusser.com

Loftus & Preusser Wealth Partners is not a registered broker/dealer and is independent of Raymond
James Financial Services. Securities offered through Raymond James Financial Services, Inc., Member
FINRA/SIPC. Investment advisory services offered through Raymond James Financial Services Advisors,
Inc.

DISCLAIMER:

If you no longer want to receive this Monday Outlook email, simply reply to this email with “REMOVE” or
“OPT OUT” in the subject line and we will remove you from our email list.

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.


http://www.loftus-preusser.com/
https://www.linkedin.com/in/mark-loftus-cfp%C2%AE-73827682/

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.

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-
aim/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.

Bond prices and yields are subject to change based on market conditions and availability. If bonds are sold
prior to maturity, you may receive more or less than your initial investment. Holding bonds to term allows
redemption at par value. There is an inverse relationship between interest rate movements and bond prices.
Generally, when interest rates rise, bond prices fall and when interest rates fall, bond prices generally rise.
Every type of investment, including mutual funds, involves risk. This information is not intended as a
solicitation or an offer to buy or sell any security referred to herein.

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.


https://am.jpmorgan.com/blob-gim/1383452890099/83456/weekly_market_recap.pdf?segment=AMERICAS_US_ADV&locale=en_US
https://am.jpmorgan.com/blob-gim/1383452890099/83456/weekly_market_recap.pdf?segment=AMERICAS_US_ADV&locale=en_US

