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Market Commentary Q3 2024

For a brief period this summer, it looked like the
bull market in stocks was in trouble! Yet by the
end of the quarter, stocks were back to posting
new record highs. Investors went into the third
quarter waiting for the all-clear sign on inflation,
which would let the Federal Reserve (“Fed”)
finally cut interest rates. The economic data
quickly turned in that direction, with soft
readings on employment and inflation data
suggesting price pressures were at last
meaningfully abating. While a jump in the
unemployment rate sparked some fears of a
indicates an

recession, the broader trend

economy moderating with healthy growth.

While the broad stock market goes into the final
months of 2024 having resumed its rally, under
the surface, the returns look different than they

have in the past, thanks to a rotation out of the
large technology names that have led much of
this bull market. Instead, corners that had
lagged, such as small company and value stocks,
have turned up.

From a high level, the S&P 500 gained 5.9%,
Nasdaq 2.8%, and Russell 2000 9.3% in the third
quarter.! Utilities were the best performing
sector, up over 19%. Real Estate, Industrials,
and Financials all gained over 10%, and
Technology was the second worst-performer,
up a mere 1.6%.' Energy lagged the most at -
2.3%.1 As often referenced in the media, the
"Magnificent 7" stocks suffered during the
August drops before recovering, their combined
market value dropped over $1.3 trillion.

i ‘

1Q'23
S&P 600 Small-Cap 2.6%
Russell 2000 2.7%
S&P/Citigroup Value 5.2%
S&P 400 Mid-Cap 3.8%
S&P 500 Total Return 7.5%
S&P 100 Mega-Cap 10.1%
S&P/Citigroup Growth 9.6%
Nasdaq 17.0%
S&P 500 Sectors (Total Return) i

1Q'23
Utilities -3.2%
Real Estate 1.9%
Industrials 3.5%0
Financials -5.6%
Materials 4.3%
Staples 0.8%%
Discretionary 16.1%
Health Care -4.3%
S&P 500 Total Return 7.5%0
Communication Services 20.5%
Technology 21.8%
Enerav -4 7%
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2Q'23

3.4%
5.2%
6.6%
4.9%
8.7 %
11.1%
10.6%
13.1%

20Q'23

-2.5%
1.8%
6.5%
5.3%
3.3%
0.5%

14.6%
3.0%

8.7%

13.1%

17.2%

-0.9%

; ; ; : 3Q'24
3Q'23 4Q'23 1Q'24 2Q'24 (T ., TTM
-4.9% 15.1% 2.5% -3.1% 10.1% 25.9%
-5.1% 14.0% 5.2% -3.3% 9.3% 26.8%
-4.1% 13.6% B8.1% -2.1% 9.1% 31.1%
-4.2% 11.7% 10.0% -3.4% 6.9% 26.8%
-3.3% 11.7% 10.6% 4.3% 5.9% 36.4%
-2.8% 11.7% 11.2% 7.1% 5.1% 39.8%
-2.6% 10.1% 12.8% 9.6%  3.7% 41.1%
-3.9% 13.8% 9.3% 8.5% 2.8% 38.6%
; . ; ; 3Q'24
3Q'23 4Q'23 1Q'24 2Q'24 S0, TTM
-9.2% 8.6% 4.6% 4. 7% 19.4% 41.8%
-8.9% 18.8% -0.5% -1.9% 17.2% 35.8%
-5.2% 13.1% 11.0% -2.9% 11.5% 35.9%
-1.1% 14.0% 12.5% -2.0% 10.7% 39.0%
-4.8% 9.7% B8.9% -4.5% 9.7% 25.2%
-6.0% 5.5% 7.5% 1.4%  9.0% 25.3%
-4.8% 12.4% 5.0% 0.6% 7.8% 28.1%
-2.7% 6.4% 8.8% -1.0% 6.1% 21.7%
-3.3% 11.7% 10.6% 4.3% 5.9% 36.4%
3.1% 11.0% 15.8% 9.4% 1.7% 42.9%
-5.6% 17.2% 12.7% 13.8% 1.6% 52.7%
12.2% -6.9% 13.7% -2.4% -2.3% 0.8%
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Although this hasn't been the case recently,
value stocks have historically beaten growth
companies. Between 1927 and 2023, value
stocks beat the larger market in 58 of those years
(60% of the time!), outpacing growth stocks by
an average of 4% over that period.! In those 58
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Given that technology comprises roughly one-
third of the S&P 500 Index, this could portend an
ongoing scenario in which the S&P struggles
versus other market averages. This is all part and
parcel of improved breadth and rotation within
the equity market, which is the lifeblood of a
sustainable uptrend. In fact, this scenario is
essentially what we saw in the third quarter.
Relative to the cap-weighted S&P, equal-
weighted S&P outperformed.! The opportunity
set at the moment seems to be more favorable
toward small caps, equal weight large cap

years where value beat growth, the average
difference was 14.83%!' Having said that, the
present trend certainly doesn’t guarantee future
outperformance, but it definitely bears
watching.
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strategies, and other market sectors outside of
the growth sector.

After an over 14-month Fed pause, the
September Federal Open Market Committee
(“FOMC”) meeting brought a reduction in the
Fed Funds Rate of 50 basis points (bps) or 0.50%,
to a range of 4.75%-5%.! The Fed had left
interest rates on hold at a 23-year high in July.?
However, this was followed in early August by
weaker jobs data. The non-farm payrolls report
showed that 114,000 jobs were added in July,
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well below the consensus expectation of
175,000, while the unemployment rate rose to
4.3%.!

This weak jobs report sparked fears that the Fed
may have left it too late to cut interest rates, and
risk damaging the economy. Markets began to
price in significant monetary policy easing by the
end of the year. Inflation reached its lowest point
since 2021, with the August core Consumer Price
Index (“CPI”) showing a 3.2% year-over-year
increase. The highly watched 2s10s curve un-
inverted for the first time in two years ahead of
the Fed decision in early September.

Fixed income markets delivered solid returns,
thanks to interest rate cuts and the prospect of
more to come. The Bloomberg U.S. Aggregate
Bond Index saw a positive quarterly return up
5.45%.'Yields fell across the curve in Q3 with the
two-year Treasury yield tightening 1.06% and
the ten-year Treasury vyield 0.58%.! U.S.
Treasuries returned 4.7% and high yield 5.7%,
with global fixed income bonds returning 7.5% in
the quarter.! What’s interesting is that Treasury
yields have anticipated the rate-cutting cycle
most of this year by proactively tightening ahead
of the Fed. Something to watch going forward.

This decline in yields also positively impacted
municipal bonds. Supply and demand had issuers
buying deals that had been delayed due to
execution uncertainty, leading to an increase in
supply. However, the anticipated easing by the
Fed bolstered demand for municipal bonds.
Municipal bonds performed well, with capital
appreciation driven by strong investor demand
and lower interest rates.

The Fed’s next meeting will take place the day
after the election, when they are expected to
again reduce rates by 0.25% and potentially 0.5%
(based on prevailing market indicators). The

market is currently pricing in a few more cuts this
year and several more cuts in 2025. Importantly,
the Fed’s current benchmark rate is about 2%
above what they consider to be “neutral”,
neither stimulating nor restricting growth. This
suggests that there is plenty of additional room
to cut rates.

Taking a deeper dive into previous rate cuts, one
will see that every other instance in which the
Fed has started a rate-cutting cycle by 0.50% has
been in reaction to a weakening economy or a
black swan event (i.e., the Great Financial Crisis).
Consequently, it's difficult to put too much
weight behind historical impacts of rate cuts, as
this is very much a non-recessionary cut. The Fed
is cutting rates first and foremost in reaction to
much lower inflation data that has created a
more restrictive policy each time we receive a
lower inflation mark.

Prior to the cut, the Fed was sitting at a 5.25-
5.5% Fed funds rate target versus an inflation
rate approaching 2.5%.! In fact, both core CPI
and PCE have annualized below 2% over the last
three months!! That creates a lot of room for Fed
funds to go down and remain restrictive, albeit
to a lesser degree. The bottom line is that Fed
policy has shifted as risks have shifted, the odds
of higher inflation are less than the odds of
higher unemployment.

The most significant economic consequence of
rate cuts is likely to be in housing. Mortgage
rates have already declined significantly from
this time last year. If rates get below 6%, that
should spur some significant pick-up in
residential transaction volume. Housing starts
are still about 25% below pre-rate hike cycle
levels. Lower interest rates will help bring down
mortgage rates and auto loans and provide
cheaper borrowing costs for consumers and
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corporations. A pickup in housing has a huge
economic multiplier effect.

In Q3 2024, international markets saw a mix of
trends influenced by various economic factors
and central bank policies. Central banks around
the world cut interest rates, which fueled market
rallies. This led to broad-based gains in global
equities. The global economy showed signs of
stabilization, with China's stimulus measures
playing a key role in supporting growth.

While European markets were relatively flat,
other regions within the index, such as Japan,
faced more significant challenges. The decline
was influenced by factors such as geopolitical
uncertainties, and

tensions, economic

fluctuations in currency exchange rates.

Emerging  markets performed  strongly,
supported by new stimulus measures in China.
Time will tell what the Chinese markets are made
of, as they have provided little return in U.S.

dollar terms over the last few decades.

The S&P GSClI Index (commodity-based
benchmark) fell in the third quarter. Energy was
the weakest component of the index due to
lower global demand, while agriculture,
industrial metals, livestock, and precious metals
gained. Within energy, there were sharp price
declines, despite heightened tensions in the
Middle East, as global demand weakened due to
growth concerns.

Gold in particular experienced a remarkable
performance throughout the quarter, surpassing
$2,700 per ounce for the first time in late
September.! This marked a significant milestone
in a broader upward trend that saw gold futures
appreciate by nearly 42% since October 2022.1

So where do we go from here, and how does the
rest of the year shake out? That’s a difficult
guestion to answer. On the one hand, you could
argue that stocks are strong because the Fed has
staked out an aggressive position to forestall a
recession. On the other hand, you could argue
that with risk assets so strong (and expensive)
and growth solid, it's strange for the Fed to
continue with an aggressive sequence of rate
cuts.

A week ago, the market was pricing in about a
coinflip as to whether the next Fed move in
November would be 0.50% or 0.25%. As of now,
the market is leaning towards 0% or 0.25%,
though 0.50% is still in play.

We would be remiss not to mention the
impending every-four-year popularity contest.
Why save it for the end? Because other elements
like tax-loss harvesting, investing in the right
type of accounts, and prudent financial planning
are much more important and much more within
your control compared to election outcomes.
You can turn on any news channel or look at any
financial website and see our point reinforced.
Over the long run, markets are not red or blue;
they’re green. Continuing to invest, regardless of
which political party is in control, is a path you
should always consider.

We recently distributed a piece demonstrating
this exact point. Click here to read.

The economy remains in late cycle, which has
historically been characterized by more muted
returns and greater recession risk. The
combination of an economy in late cycle and
premium valuations in equities suggests that
investors should remain cautious while actively
looking to rebalance and diversify portfolios.
Markets have trended so positively this year, but
just like the uncertainty of fall weather, one must
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be ready for the uncertainty of market
conditions that lie ahead.

U.S. Economy: Stages of the Cycle and Key Statistics

Early Cycle
Percent of Time 7%
Equity Returns
{During, Annualized) 29.6%
Equity Volatility
[{During, Ann. Standard Deviation) 15%
Average Length 6.2 months
{Range] {1-14)
Frequency of Recession 10%

[Mext 12 mo.)

Source: Glenmede, FaiSet

That said, with all of the headline risk/noise out
there from the 2024 U.S. presidential election,
assassination attempts on a former president,
tension and wars across the globe, global central
bank easing, the Yen carry trade, port strikes,
and natural disasters affecting the country, news
and developments have not lacked in
significance this year. Yet almost nothing has
been able to slow down the U.S. stock market.
The S&P 500 just had its best year through three

quarters since 1997, gaining 20.8%.!

Perhaps the 24-hour news cycle and the excess
information that social media produces have
rendered the average investor largely numb to
“fat tail” events that would have had a larger
impact on markets in years past. Perhaps
modern technology has allowed the collective
wisdom of billions of investors to be reflected in
asset prices faster than ever before. Or perhaps,
the introduction of quantitative easing and the

Mid Cycle Late Cycle Recession
57% 24% 12%
11.8% 9.2% -5.0%
13% 14% 22%
19.9 months | miuzrfhs 10.1 months
(1-83) 2 (2-18)

&% | 35%
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nearly 10-fold increase of the assets on the Fed’s
balance sheet since the financial crisis have
allowed investing to take on the character of
never having to say you’re sorry. In the end, all
the drama came to nothing, for liquidity was in
the air.

Thank you for your confidence in our team. Any
questions, please feel free to reach out.
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To discuss this commentary further, please contact us at 914-825-8630.

hightowerwestchester.com

1Y-Charts — 10/10/2024
2 Strategas Securities, LLC — 10/10/2024
3 https://info.glenmede.com/g3-2024-market-review-lp - 9/30/2024
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