Tuesday, May 28, 2024

SUMMARY-

l. Dow pulls back while NASDAQ continues to march higher.

Il. Growth and A.l. sectors back up leadership with strong profits.

[l Over time, productivity gains from A.l. could help market
performance broaden beyond tech sector.

V. Rate cuts, lower inflation, earnings growth, and improved
participation could extend bull market towards historical
norms.

Good morning:

Last week saw starkly different results for the major U.S. stock indexes, with
the Dow down 2.3%, the NASDAQ up 1.4%, and the S&P 500 posting a tiny gain. The
Dow snapped a string of five positive weeks in a row and fell more than 900 points
below the record-high 40,000-point threshold that it had breached the previous
week. Magnificent Seven and A.l. leader Nvidia capped off a strong earnings season
with stellar results helping the NASDAQ and keeping the momentum behind the
large-cap technology sector. In fact, three growth sectors that claim the Mag
Seven — Communication Services, Consumer Discretionary, and Technology —
make up about 50% of the S&P 500 index’s weighting. Over the past 18 months,
U.S. markets have benefited tremendously from technology companies, as the

enthusiasm around artificial intelligence and its growth prospects helped push



stock markets higher. For example, in 2023, the S&P 500 was up about 24%, but

the three growth sectors were up a lofty 40%-55%.

The three growth sectors have about a 50% weight in the S&P 500 index
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Source: Bloomberg as of May 2024.

Fortunately, unlike other tech-driven market surges in the past, like the
internet bubble of the late 1990’s, the current mega-cap technology rally has
been driven by actual growth of revenues and profits. While we would expect
bouts of volatility in the growth and technology sectors that tend to fluctuate
more than other areas of the market, we also believe that we are in the early

innings of a longer-term growth phase in artificial intelligence. Along with us,



many have been expecting a broadening of industry participation in the bull
market, which may accelerate if tech valuations start to show signs of being
extended. However, it appears investors and portfolio managers will continue to
return to mega-cap technology and growth as a core holding because 1) we will
likely continue to see announcements of new and innovative A.l.-driven
advancements in the years ahead, and 2) these companies have used their large
cash positions to reinvest in their businesses, as well as return value to
shareholders through share repurchases and increased dividends. Remember,
P/E ratios that measure a stock’s value can remain attractive if the “E” (Earnings)

continues to rise along with the “P” (Price).

The early winners in the A.l. space have been the enablers of artificial
intelligence (the mega-cap technology and semiconductor companies), but over
time the beneficiaries of A.l. could also include the sectors that will benefit from
the productivity gains. Industries beyond tech, like financial services, health care,
automotive, and manufacturing should benefit, as A.l. helps these companies
realize productivity and efficiency gains. This makes the case for portfolio
diversification more compelling over the long run rather than simply

overconcentrating in the areas that are hot in the moment.




With core inflation and wage gains both cooling, markets are back in
anticipation-mode for rate cuts in the coming months. Underlying corporate
profits continue to rise with over 80% of S&P 500 companies beating recent
earnings expectations and most providing improved guidance for the coming
quarter. Overall GDP growth may be slightly cooling but is certainly not heading
towards the recession that so many predicted for most of last year. Therefore,
the bull market that began in October 2022 may have legs to extend even higher.
Over time, bull markets are longer and stronger than bear markets. Since 1946,
the average bear market in the S&P 500 lasted 16 months and declined 34%,
while the average bull market lasted more than 5% years and gained 192%. With
only a year and a half into this run, and a gain of about 48% on the S&P 500,
history suggests we could certainly see equities continue to perform for quite

some time before running out of steam.
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As we start this holiday-shortened trading week, markets will again be
looking at several key economic reports that may support or refute the current
thinking on inflation and Fed rate cuts. Pending home sale and price data may
reveal whether the stickier dwelling components of CPI will ease. First quarter
GDP estimates and Consumer Confidence Index will likely show modest declines,
thus helping the inflationary picture. And finally, U.S. Bureau of Economic
Analysis on Friday will release their latest Personal Consumption Expenditure

Price Index data, the Fed’s preferred measure of inflation.

Source: Investopedia

Have a great week!
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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.

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.
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Market return and statistical data obtained from: https://am.jpmorgan.com/blob-
0im/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.
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