Monday, August 12, 2024

SUMMARY-

Good morning:

Selling hits crescendo before stocks stage big rebound.

Japanese Yen “carry trade” unwinding partly at fault for last
week’s selloff.

Prior such market dips are both common and usually short-
lived.

Forthcoming economic data and earnings could suggest
whether recessions fears were overblown or justified.

Last week began with an aggressive acceleration of the prior week’s selling

after July’s jobs report prompted some to fear an impending recession. Volatility

was set to surge at the opening after Asian markets were rocked on major

unwinding of the widely followed so-called Japanese Yen “carry trade.” With

interest rates in Japan at or below zero for the past several years, the carry trade

saw investors borrowing capital very inexpensively and then reinvesting the

proceeds in other asset classes like equities, or even fixed-rate instruments at

higher yields. However, when the Bank of Japan raised rates for the second time

since March last week, the Yen strengthened versus the Dollar (making it more

expensive to pay back a Yen-based loan), prompting some following this strategy



to panic and begin unwinding their positions. Prior to U.S. markets opening on

Monday, the Japanese stock market had plunged 12.4% overnight.

REPAYMENT EARNINGS

Within the first hour of equity trading on Monday, the VIX (volatility index)
spiked to multi-year highs as equity averages faced heavy selling. At its low, the
Dow was down more than 1,000 points with comparable declines in most other
equity averages before bargain hunters emerged to reduce some of the day’s
losses. The days that followed saw additional sizable swings, though they
included several sharp daily gains. All told, major large-cap stock averages
finished with just a modest change on the week, not nearly in as rough a fashion
as the headlines might have suggested. Small-caps in the Russell 2000 Index led
the week’s rebound with a gain of nearly 3%. As unpleasant as a sudden surge in

market volatility can be, panic is not a strategy. On the contrary, those who took



advantage of Monday’s fear-driven selling to do a little bargain hunting were

quickly rewarded as markets clawed their way back in the following days.

Let’s not forget that this recent pullback was coming from a market at
record high levels, with last week’s lows only amounting to an 8% decline in the
S&P 500 Index from an all-time high. Even with the recent drop, the stock market
is still up nearly 20% over the last year, and 50% since the bull market began in

October of 2022.

The stock market pullback was abrupt, but started from an all-time high...
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...And it looks much less significant in the bigger picture.

S&P 500: Last 4 Years
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of future returns.

We realize that each such market decline feels unique, or an indicator of a
much worse drop to come, but 5% or more declines are actually rather common.
Over the last 25 years, 5%+ drops occur on average three times per year. The
velocity may be contributing to the anxiety as markets often take the escalator on

the way up, but an elevator on the way down!



Dips in the market are common and are often a part of broader moves higher.

# of 5% Stock Market Declines by Year
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Source: Factset, S&P 500 performance, indexes are unmanaged and cannot be invested in directly. Past performance is not a
guarantee of future returns.

Looking at 10% market corrections since 2010, the average length of such
pullbacks was 63 days. Smaller 5%-10% pullbacks have had significantly shorter
shelf lives. While the table below shows that the declines aren’t erased
immediately, they have not dragged on forever, with the market recovering each
of the losses and returning to new highs in less than five months on average. It's

this window within which we think investors can benefit from the temporary

pullback in stock prices when quality companies are suddenly on sale.



Duration of Correction Time to Return to a New High

Mid"10 49 days 87 days
Late11 108 days 96 days
Mid"2 42days 68 days
Mid"15 66days 219 days
Early '"16 68 days 92 days
Early "18 44 days 102 days
Late"18 65 days 84 days
Late '23 64 days 28 days

Source: Bloomberg

Part of last week’s sharp recovery stemmed from the belief that perhaps
markets overreacted to July’s jobs data and panic selling ensued. Sudden fears of
an imminent recession were most likely overblown with an economy whose GDP
growth rate is admittedly slowing but is by no means contracting at this time.
Corporate profits are still rising, and the Fed is on the verge of a major easing
cycle that is widely expected to start next month. Additional forthcoming
earnings reports for this quarter, along with further economic data will be closely
evaluated to see whether additional intelligence can be gleaned about the health
and trajectory of our economy. Remember, a declining interest rate environment
has historically been quite good for stocks and could serve as a fundamental
support to our current bull market in the months ahead. As we navigate through

these various developing issues during this seasonally weaker period for equities,



it is important to expect further volatility (in both directions), and not let short-

term market movements alter a long-term investment strategy.

Have a great week!
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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.

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.

Bond prices and yields are subject to change based upon market conditions and availability. If bonds are
sold prior to maturity, you may receive more or less than your initial investment. There is an inverse
relationship between interest rate movements and fixed income prices. Generally, when interest rates rise,
fixed income prices fall and when interest rates fall, fixed income prices rise.

International investing involves special risks, including currency fluctuations, differing financial accounting
standards, and possible political and economic volatility.

Market return and statistical data obtained from: https://am.jpmorgan.com/blob-
qim/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.
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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.



